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ATCO REPORTS INCREASED THIRD QUARTER 2006 EARNINGS T
> -]

CALGARY, Alberta — ATCO Ltd. reported increased earnings for the three months cnded‘—"&epteng_bcr 30,
2006, of $44.4 million ($0.75 per share) compared to $26.1 million {$0.44 per share) for the samE period:in 2005.
Eamings for the nine months ended September 30, 2006, were $151.0 million ($2.53 per share) including the $11.7
million after tax gain on the sale of land located in downtown Calgary (“Gain on Sale of Property”) compared to
earnings for the sarne nine months in 2005 of $96.8 million ($1.62 per share).

Financial Summary For the Three For the Ninc
Months Ended Months Ended
September 30 September 30
2006 2003 2006 2005
{8 Millions except per share data)
; (unaudited)
Revenues.........! 663.4 626.0 2,051.5 20711

Earnings : 44.4 26.1 151.0 96.8
Eamnings excludmg the Gain on Sale of Property .......................... 44.4 26.1 139.3 96.8
Earnings per Class I and Il share........cccoovcninccinnceconnnnn 0.75 0.44 2.53 1.62
Earnings per Class 1 and II share excluding Gain on Sale of

PIOPEITY ..ot s 0.75 0.44 233 1.62
Cash flow fTOM OPELALIONS .....vouesreoeerrererressssesssiessessensesisrssnans 178.1 154.6 566.1 526.5

Earnings increased for the three months ended September 30, 2006, primarily due to:

increased business activity in ATCO Structures and ATCO Noise Management;

higher eamings in ATCO Power’s and ATCO Resources’ Alberta generating plants due to h:ghcr spark
spreads realized on sales of electricity in the Alberta Market; and

higher margins received for natural gas liquids and higher storage earnings due to the timing and demand of
storage capacity sold by ATCO Midstream.

The increased eélmings were partially offset by:

a 322 mn!]lon income tax expense adjustment in Alberta Power {(2000). In the third quarter of 2006, the
Canada Revenue Agency (“CRA”) issued a reassessment for Alberta Power (2000)’s 2001 taxation year,
The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner generating plant to the
Alberta Balancing Pool as income rather than as a sale of an asset. The Corporation has made submissions to
the CRA opposing the CRA’s position. Due to the uncertainty as to whether the reassessment will ultimately
be resolved in the Corporation’s favour, the Corporation reduced earnings by $6.4 million in 2006, of which
$4.2 million was recorded in the second quarter (“H.R. Milner Tax Reassessment™); and

warmer temperatures in ATCO Gas.

Earnings increased for the nine months ended September 30, 2006, primarily due to:

increased business activity in ATCO Structures and ATCO Noise Management;

higher margins received for natural gas liquids, higher storage earnings due to higher capacity leased, and the
liming and demand of storage capacity sold by ATCO Midstream;



o higher earnings in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher spark
spreads realized on sales of electricity in the Alberta market; and
s $9.3 million adjustment to reflect changes to federal and provincial taxes and rates.

The increased earnings were partially offset by:
e the H.R. Milner Tax Reassessment; and
+ warmer temperatures in ATCO Gas.

Revenues increased for the three months ended September 30, 2006, primarily due to:
» increased business activity in ATCO Structures and ATCO Noise Management; and
* higher revenues in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher Alberta
Power Pool prices.

The increased revenues were partially offset by:
s warmer temperatures in ATCO Gas.

Revenues decreased for the nine months ended September 30, 2006, primarily due to:

+ reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from its
natural gas storage facilities on March 31, 2005, in accordance with Alberta Energy and Utilities Board
(*AEUB"} directives; and

¢ impact of lower United Kingdom and Australia exchange rates on conversion of revenues to Canadian
dollars.

The decreased revenues were partially offset by:
» increased business activity in ATCO Structures and ATCO Noise Management; and
s the impact of customer rate increases from the ATCO Electric AEUB General Tariff Application Decision
and the ATCO Gas AEUB General Rate Application Decision received in the first quarter of 2006. The
impact of these decisions on 20066 revenues is positive as ATCO Electric and ATCO Gas had lower customer
rates during the first nine months of 2005.

Cash flow from operations increased for the three and nine months ended September 30, 2006, primarily due to
increased earnings.

Third Quarter Other Highlights include:
*  ATCO Structures announced they were awarded Phase Two of Shell Canada Limited’s Athabasca Qil Sands
Project Upstream Expansion #1 north of Fort McMurray, Alberta, a major contract to manufacture, supply
and install high quality workforce housing for 1,660 tradespeople and management personnel.

ATCO Ltd.’s consolidated financial statements and management’s discussion and analysis of financial condition and
results of operations for the three and nine months ended September 30, 2006, are now available on ATCO Ltd.'s
website (www.atco.com) or via SEDAR (www.sedar.com) or can be requested from the Corporation.

The consolidated financial statements and management’s discussion and analysis of financial condition and results of
operations will be mailed to those share owners who have requested such information on or about November 3,
2006.

ATCO Group, an Alberta based worldwide organization of companies with assets of approximately $7.4 billion
and more than 7,000 employees, is comprised of three main business divisions; Power Generation; Utilities
(natural gas and electricity transmission and distribution) and Global Enterprises, with companies active in
industrial manufacturing, technology, logistics and energy services.

For further information, please contact;

K.M, (Karen) Watson
Senior Vice President &
Chief Financial Officer
ATCO Ltd.

(403) 292-7502
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ATCO LTD.
CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS
(Millions of Canadian Dollars except per share data)

Three Months Ended Nine Months Ended
September 30 September 30
Note 2006 2005 2006 2005
. (Unaudited) {Unaudited)
Revenues . $ 663.4 $ 626.0 $2,051.5 $2,071.1
Costs and expenses
Natural gas supply 10.7 7.7 24.6 142.1
Purchased power 10.0 10.4 33.6 33.2
Operation and maintenance 310.8 3109 904.6 910.0
Selling and administrative 56.4 37.0 160.6 159.8
Depreciation and amortization 80.2 76.6 272.8 245.0
Interest : 5 433 39.2 134.7 122.3
Interest on non-recourse long term debt 14.4 15.3 43.5 46.7
Dividends on preferred shares - 22 22 6.5 6.5
Franchise fees . 18.4 20.9 108.0 102.8
! 546.4 540.2 1,688.9 1,768.4
| 117.0 85.8 362.6 302.7
Gain on sale of property ' 2 - - 14.3 -
Interest and other income 18.8 9.3 44.4 29.8
Earnings before income taxes and
non-controlling interests 135.8 95.1 421.3 3325
Income taxes 5 50.4 37.5 135.5 123.5
854 57.6 2853 209.0
Non-controlling interests 41.0 L5 134.8 112.2
Earnings attributable to Class [ and Class Il shares 2 44.4 26.1 151.0 96.8
Retained earnings at beginning of period 1,261.6 1,146.4 1,196.6 1,101.0
i 1,306.0 1,172.5 1,347.6 1,197.8
Dividends on Class | and Class 11 shares 12.1 11.4 36.7 34.2
Purchase of Class | shares 32.3 2.6 49.3 5.1
Retained earnings at end of period 51,261.6 §1,158.5 $1,261.0 $1,158.5
Earnings per Class I and Class Il share 7 § 075 $ 044 5 253 5 162
Diluted earninﬁs per Class I and Class Il share 7 $§ 0.74 $ 043 $ 250 5 1.60
q
Dividends paid'per Class I and Class 1l share 7 $ 0.205 £ 019 $ 0.615 5 0.57
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ATCOLTD.

CONSOLIDATED BALANCE SHEET

(Millions of Canadian Dollars}

September 30 December 31
Note 2006 2005 2005
(Unaudited) (Audited)
ASSETS
Current assets
Cash and short term investments 4 § 8384 § 7674 $ 8944
Accounts receivable 334.5 344.7 432.7
Inventories 113.6 98.3 109.8
Future income taxes 0.2 0.1 -
Regulatory assets 12.2 8.1 19.1
Prepaid expenses 30.9 28.0 247
1,329.8 1,246.6 1,480.7
Property, plant and equipment 5,737.2 5,484.5 5,601.4
Goodwill 71.2 71.2 71.2
Regulatory assets 3o.1 343 35.0
Other assets 234.0 276.4 273.1
$7,402.3 $7,113.0 $7.461.4
LIABILITIES AND SHARE OWNERS' EQUITY
Current liabilities
Bank indebtednéss $ 123 $ 285 § 233
Accounts payable and accrued liabilities 362.5 3293 422.6
Income taxes payable 20.3 6.3 29.6
Future income taxes - - 4.1
Regulatory liabilities 2.0 1.4 6.4
Long term debt due within one year 1.8 0.5 0.6
Non-recourse long term debt due within one year 55.7 61.1 64.1
: 454.6 4271 550.7
Future income taxes 5 2004 218.6 217.0
Regulatory liabilities 149.6 157.4 161.9
Deferred credifs 4 264.0 226.5 2603
Long term debt 2,320.5 2,1224 2,273.5
Non-recourse long term debt 760.3 8242 804.3
Preferred shares 150.0 150.0 150.0
Non-controlling interests 1,705.9 1,690.2 1,712.6
Class I and Class II share owners' equity
Class 1 and Class II shares 7 148.8 147.9 148.3
Contributed surplus 1.6 1.0 1.1
Retained earnings 1,261.6 1,158.5 1,196.6
Foreign currency translation adjustment (15.0) (10.8) (14.9)
' 1,397.0 1,296.6 1,331.1
$7,402.3 $7,113.0 $7,461.4
' 2 ATCO



] ATCO LTD.
CONSOLIDATED STATEMENT OF CASH FLOWS
(Millions of Canadian Dollars)

Three Months Ended Nine Months Ended
September 30 September 30
Note 2006 2005 2006 2005
(Unaudited) (Unaudited)
Operating activities '
Earnings attributable to Class I and Class Il shares $ 444 § 261 $151.0 $ 968
Adjustments for:
Depreciation and amortization 80.2 76.6 272.8 245.0
Future income taxes 7.8 5.0 (8.0) 85
Non-controlling interests 41.0 315 134.8 1122
Gain on sale of property - net of income taxes 2 - - (1.7) -
Deferred availability incentives . 12.2 (2.0) 20.8 (0.8)
TXU Europe settlement - net of income taxes 4 3.6) 10.4 1.7 49.5
Other (3.9 7.0 4.7 15.3
Cash flow from operations 178.1 154.6 566.1 526.5
Changes in non-cash working capital (33.0) 4.4 23.9 88.0
_ 145.1 159.0 590.0 614.5
Investing activities
Purchase of property, plant and equipment (156.3) (149.1) (420.3) (392.5)
Proceeds on transfer of retail energy supply businesses
- net of income taxes - - - 434
Proceeds on salé of property - net of income taxes 2 - - 15.1 -
Proceeds (costs) on disposal of property, plant
and equipment (1.9) 1.7 0.4 32
Contributions by utility customers for extensions to plant 204 16.1 61.2 374
Non-current deferred electricity costs (2.2) (1.7 13.2 {10.0)
Changes in non-cash working capital (25.5) {0.4) (32.4) (30.5)
Income tax reassessment 5 4.2 - (12.8) -
Other _ (2.2) 3.1) (4.9) (6.8)
. (163.5) (136.5) (380.5) (355.8)
Financing activities
Issue of long term debt 20.8 2.0 58.9 46.8
Repayment of long term debt (6.7 (7.0) (10.4) (144.4)
Repayment of non-recourse long term debt (23.3) (20.2) 517 (49.1)
Net purchase of Class A shares by subsidiary “1.7) (0.8) (69.4) -
Net purchase of Class [ shares (32.9) (2.5) (48.9) (1.7)
Dividends paid to Class I and Class Il share owners (12.1) (11.4) (36.7) (34.2)
Dividends paid to non-controiling interests (41.4) (25.8) (94.2) (77.3)
Changes in non-cash working capital 0.3 0.2) 0.7 1.2
Other ' (0.5) 2.3 (1.4) 1.5
: (137.5) (63.6) (259.1) (257.2)
Foreign currency translation 2.0 (7.0) 4.6 (12.3)
Cash position o
Decrease (153.9) (48.1) (45.0) (10.8)
Beginning of period 980.0 787.0 87t.1 749.7
End of period . $ 826.1 3 738.9 $ 826.1 $738.9
M Cash position consists of cash and short term investments less current bank indebtedness, and includes
$159.7 miilion (2005 - $142.3 million} which is only available for use in joint ventures (see Note 4).
3 ATCO



ATCOLTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
. SEPTEMBER 30, 2006
{Unaudited, Tabular amounts in Millions of Canadian Dollars)

1. Financial statement presentation

The accompanying consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles and should be read in conjunction with the consolidated financial statements and
related notes included in the Corporation’s Financial Information contained in its 2005 Annual Report. These
interim financial statements have been prepared using the same accounting policies as used in the financial
statements for the year ended December 31, 2005. '

Due to the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta and the timing of
rate decisions, the consolidated statements of eamnings and retained earnings for the three and nine months ended
September 30, 2006 and September 30, 2005 are not necessarily indicative of operations on an annual basis.

Certain comparative figures have been reclassified to conform to the current presentation.
2. Gain on sale of property

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta. Net proceeds, after
costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This sale increased
earnings for the nine months ended September 30, 2006 by $11.7 million.

3. Regulatory matters

On March 17, 2006, ATCO Electric received a decision on its general tariff application for 2005 and 2006 which
was filed with the Alberta Energy and Utilities Board (“AEUB”) in May 2005. The decision establishes the amount
of revenue ATCO Electric can recover through its rates for electric distribution and transmission service provided to
its customers for 2005 and 2006. In July and September 2005, the AEUB had approved interim refundable rates for
distribution and transmission operations, respectively; revenues associated with these interim refundable rates were
recorded in 2005. The impact of the decision for 2005 reduced earnings by $1.3 million and was recorded in the
first quarter of 2006. The impact of the decision for the full year 2006, as compared to the decision for the full year
2005, will further reduce eamings by $1.6 million. The decision also confirmed the return on commen equity as
determined by the AEUB’s standardized rate of return methodology. The rate of return on common equity was
9.5% in 2005 and is 8.93% in 2006.

On January 27, 2006, ATCO Gas received a decision on its general rate application which was filed with the AEUB
in May 2005 for the 2005, 2006 and 2007 test years. The decision establishes the amount of revenue ATCO Gas can
recover through distribution rates for natural gas distribution service to its customers over the period of 2005 to
2007. The decision also approved the return on common equity as determined by the AEUB’s standardized rate of
return methodology. The rate of return on common equity was 9.5% in 2005, is 8.93% in 2006, and is yet to be
determined for 2007. The final impact of the decision will not be known until a subsequent regulatory process is
finalized. A decision from the AEUB with respect 1o a second regulatory process that was pending at the end of the
second quarter was received on October 11, 2006; the effect of this decision on the earnings of the Corporation will
not be material.

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.

4" ATCO



4, TXU Europe settlement
1

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Europe™) which had a long term “off take” agreement for 27.5% of the power produced by
the ‘1,000 megawatt Barking generating plant in London, England, in which the Corporation, through Barking
Power, has a 25.5% equity interest. Barking Power had filed a claim for damages for breach of contract related to
TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating plant. Following
negotiations with the administrators, an agreement was reached with respect to Barking Power’s claim.

Barking Power received a total of four distributions in settlement of its claim: a first distribution of £112.3 million
(approximately $257 million) on March 30, 2005, of which the Corporation’s share was $65.4 million; a second
distribution of £32.2 million (approximately $69.6 million) on August 2, 2005, of which the Corporation’s share was
$17.7 million; a third distribution of £31.8 million (approximately $65.2 million) on January 19, 2006, of which the
Corporation’s share was $16.6 million; and a final distribution of £3.0 million (approximately $6.2 million) on
July 20, 2006, of which the Corporation’s share was $1.6 million. Income taxes of approximately $28.0 million
relating to the first, second and third distributions have been paid. Income taxes of approximately $0.5 million
relating to the final distribution will be paid as part of the Corporation’s normal tax installments,

Based on the foreign currency exchange rate in effect on March 30, 2005, the Corporation’s share of this settlement
is expected to generate earnings after income taxes and non-controlling interests of approximately $35 million,
which will be recognized over the remaining term of the TXU Europe contract from October 1, 2004 to
September 30, 2010, at approximately $5.5 million per year. These eamnings will be dependent upon foreign
currency exchange rates in effect at the time that the earnings are recognized.

5. H.R. Milner income tax reassessment

In the third quarter of 2006, the Canada Revenue Agency {"CRA") issued a reassessment for Alberta Power
(2000)’s 2001 taxation year. The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner
generating plant'to the Alberta Balancing Pool as income rather than as a sale of an asset, The Corporation has
made submissions to the CRA opposing the CRA’s position. The impact of the reassessment is a $12.4 million
increase in interest and income tax expense, a $6.4 million decrease in earnings after non-controlling interests and a
$28.8 million payment in July 2006 associated with the tax and interest assessed. It is expected that $16.4 million of
this cash payment will be recovered by reducing income taxes payable through higher capital cost allowance claims,
of which $3.6 million is expected 1o be recovered in the current year and $12.8 million will be recovered in future
years. Due to the uncertainty as to whether the reassessment will ultimately be resolved in the Corporation’s favour,
the Corporation feduced earnings by $6.4 million in 2006, of which $4.2 million was recorded in the second quarter.

6. Employee future benefits

In the three months ended September 30, 2006, net expense of $4.7 million (2005 — $2.3 million) was recognized for
pension benefit’ plans and net expense of $1.3 million (2005 ~ $1.2 million) was recognized for other post
employment benefit plans. '

In the nine months ended September 30, 2006, net expense of $14.7 million (2605 — $7.1 million) was recognized
for pension benefit plans and net expense of $3.9 million (2005 — $3.7 million) was recognized for other post
employment benefit plans.

7. Class I and Class Il shares

There were 51,917,946 (2005 — 52,967,880) Class I Non-Voting shares and 6,948,918 (2005 -~ 6,962,684) Class 11
Voting shares outstanding on September 30, 2006. In addition, there were 1,471,800 options to purchase Class [
Non-Voting shares outstanding at September 30, 2006 under the Corporation’s stock option plan. From October 1,
2006, to October 24, 2006, no stock options were granted or cancelled, 2,000 stock options were exercised and
180,000 Class 1 Non-Voting shares have been purchased under the Corporation’s normal course issuer bid.
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7. Class 1 and Class 11 shares {(continued)

The average number of shares used to calculate earings per share are as follows:

Three Months Ended Nine Months Ended
September 30 September 30
2006 2003 2006 2005
Weighted average shares outstanding 59,321,222 59,958,517 59,750,547 59,926,433
Effect of dilutive stock options 684,086 896,285 641,778 779,717
Weighted average diluted shares outstanding 60,005,308 60,854,802 60,392,325 60,706,150
i
8. chmentcdfinformation
Segmented resulis — Three months ended September 30
2006 Power Global Corporate  Intersegment .
2005 i Utilities  Generation  Enterprises  Industrials  and Other  Eliminations  Consolidated
(Unaudited)
Revenues — external $214.9 $218.1 $133.5 $95.9 $ 1.0 $ - $663.4
$£215.8 52045 $£128.2 $76.5 $ 10 3 - $626.0
Revenues - 6.2 - 325 - 3.8 (42.5) -
intersegment 6.0 - 29.8 - 3.2 (39.0) -
Revenues i §$221.1 $218.1 $166.0 $95.9 $ 48 $(42.5) $663.4
. - $221.8 $204.5 $158.0 $76.5 $ 4.2 $(39.0) $626.0
Earnings attnbutable
toClass fand $ 10.1 $ 19.1 $ 116 $ 8.1 $(4.6) $ 01 $ 444
Class Il shares $ 69 $ 124 $ 83 $ 5.1 $(6.6) $ - $ 26.1
Segmented results — Nine months ended September 30
2006 Power Global Corporate Intersegment
2005 Utilities  Generation  Enterprises  Industrials and Other Eliminations Consolidated
{Unaudited)
Revenues — external  § 777.7 § 6105 $402.7 §257.6 § 30 $ - §2,051.5
$ 8744 $ 595.9 £395.9 $201.8 $ 3. $ - $2,071.1
Revenues — 184 - 90.6 - 10.2 (119.D -
intersegment 16.0 - 83.2 - 9.4 (108.6) -
Revenues $ 796.1 $ 610.5 $493.3 $257.6 $ 132 $(119.2) $2,051.5
. $ 890.4 $ 5959 $479.1 $201.8 $ 125 $(108.6) $2,071.1
Eamnings attributable .
toClassland ~ § 403 § 49.1 $ 383 $ 19.9 $ 5.8 $ (24) $ 1510
Class II shares .. $ 380 $ 3538 $ 26.5 5124 $(15.8) $ (0.1 5 96.8
Total assets ‘ $3,646.6 $2,398.3 $295.3 $276.3 $624.0 $161.8 §7.402.3
; $3,402.8 $2.429.1 $290.7 $230.8 $569.7 $189.9 $7,113.0
Allocation of § 465 $ 231 $ 16 s - S - $ - § 7.2
goodwill .. $ 465 $ 23 $ 16 $ - 5 - 3 - § 7.2

In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power
Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of

segmentation.
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ATCO Ltd.

MANAGEMENT?S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (“MD&A”)

The following 'discussion and analysis of financial condition and results of operations of ATCO Ltd. (the
“Corporation”) jshould be read in conjunction with the Corporation’s unaudited interim consolidated financial
statements for the nine months ended September 30, 2006, and the audited consolidated financial statements and
management’s discussion and analysis of financial condition and results of operations for the year ended December
31, 2005 (2005 MD&A™. Information contained in the 2005 MD&A that is not discussed in this document
remains substantially unchanged. Additional information relating to the Corporation, including the Corporation’s
Annual Information Form, is available on SEDAR at www.sedar.com.
i

The equity securities of the Corporation consist of Class 1 Non-Voting Shares (“Class I shares”) and Class Il Voting
Shares (“Class II shares™).

The consolidated financial statements include the accounts of ATCO Ltd. and all of its subsidiaries. The principal
subsidiaries are Canadian Utilities Limited (“Canadian Utilities™), of which ATCO Ltd. owns 40.7% of the Class A
non-voting shares and 74.2% of the Class B common shares, for an aggregate ownership of 52.5%, and ATCO
Structures Inc. (“ATCO Structures”), ATCO Noise Management Ltd. (*“ATCO Noise Management”) and ATCO
Resources Lid. (*ATCO Resources™), of which ATCO Ltd. owns 100% of the Class A non-voting and Class B
common shares. Canadian Utilities has published its ynaudited consolidated financial statements and its MD&A for
the nine months ended September 30, 2006. Copies of these documents may be obtained upon request from the
Corporate Secretary of Canadian Utilities at 1400 ATCO Centre, 909-1 1™ Avenue S.W., Calgary, Alberta T2R IN6
(telephone (403) 292-7500 or fax (403) 292-7623).
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FORWARD-LOOKING INFORMATION

Certain statements contained in this MD&A constitute forward-locking statements. Forward-looking statements are
often, but not always, identified by the use of words such as “anticipate”, “plan”, “estimate”, “expect”, “may"”,
“will”, “intend?, “should”, and similar expressions. These statements involve known and unknown risks,
uncertainties ari:(i other factors that may cause actual results or events to differ materially from those anticipated in
such forward-looking statements. The Corporation believes that the expectations reflected in the forward-looking
statements are reasonable, but no assurance can be given that these expectations will prove to be correct and such

forward-looking statements should not be unduly relied upon.

In particular, this MD&A contains forward-looking statements pertaining to contractual obligations, potential sale of
assets, the impact of changes in government regulation, non-regulated generating capacity subject to long term
contracts and Industrials segment market developments. The Corporation’s actual results could differ materially
from those anticipated in these forward-looking statements as a result of regulatory decisions, competitive factors in
the industries in which the Corporation operates, prevailing economic conditions, and other factors, many of which
are beyond the control of the Corporation.

BUSINESS OF THE CORPORATION

The Corporation’s financial statements are consolidated from three Business Groups: Utilities, Power Generation
and Global Enterprises. For the purposes of financial disclosure, industrial transactions (ATCO Structures and
ATCO Noise Management) are accounted for as Industrials and corporate transactions (including commercial real
estate transactions) are accounted for as Corporate and Other (refer to Note 8 to the unaudited interim consolidated
financial statements for the nine months ended September 30, 2006). Transactions between Business Groups are
eliminated in all reporting of the Corporation’s consolidated financial information.

In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power
Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of
segmentation. On August 1, 2006, the Corporation sold its 50% equity interest in Genics Inc., which was part of the
Global Enterprises Business Group.

STRATEGIC ALTERNATIVES FOR MIDSTREAM ASSETS

The Corporation has determined to undertake an examination of strategic alternatives available for its gas gathering
and processing and natural gas liquids midstream business (“Midstream Assets”), with the objectives of facilitating
future growth opportunities and enhancing shareholder value. The Board of Directors and management of the
Corporation intend to identify, examine and consider the alternatives available to the Corporation for its Midstream
Assets, which include, but are not limited to, a reorganization into a business trust or newly created company, a sale
to a third party or the continued operation under the current corporate structure. The Corporation has retained
accounting, legal, financial and tax advisers to assist it in identifying and assessing alternatives. The Board of
Directors of the Corporation has not made a decision on any particular alternative and there can be no assurance that
the Board of Directors will determine to pursue any particular transaction.

SALE OF PROPERTY
On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta (“Sale of Property™).

Net proceeds, after costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This
sale increased earnings for the nine months ended September 30, 2006 by §11.7 million.
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TXU EUROPE SETTLEMENT

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Europe™) for breach of its contract to purchase 27.5% of the power produced by the 1,000
megawatt Barking generating plant, in which the Corporation owns a 25.5% equity interest. In 2005, the
Corporation received $83.1 million as its share of the partial settlement of the claim for damages related to TXU
Europe’s breach of this contract. An additional payment of $16.6 million was received on January 19, 2006 and a
final installment of approximately $1.6 million was received on July 20, 2006. The settlement is expected to
generate earnings after income taxes and non-controlling interests of approximately $35 million, based on foreign
currency exchange rates in effect on March 30, 2005, which will be recognized over the remaining term of the TXU
Europe contract from October 1, 2004, to September 30, 2010, at approximately $5.5 million per year. These
camings will be dependent upon the foreign currency exchange rates in effect at the time the eamings are
recognized. For a description of the settlement, refer to Note 4 to the unaudited interim consolidated financial
statements for the nine months ended September 30, 2006,

H.R. MILNER INCOME TAX REASSESSMENT

In the third quarter of 2006, the Canada Revenue Agency (“CRA”) issued a reassessment for Alberta Power
(2000)’s 2001 taxation year. The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner
generating plant to the Alberta Balancing Pool as income rather than as a sale of an asset. The Corporation has
made submissions to the CRA opposing the CRA’s position. The impact of the reassessment is a $12.4 million
increase in interést and incotne tax expense, a $6.4 million decrease in earnings after non-controlling interests and a
$28.8 million payment in July 2006 associated with the tax and interest assessed. It is expected that $16.4 million of
this cash payment will be recovered by reducing income taxes payable through higher capital cost allowance claims,
of which $3.6 million is expected to be recovered in the current year and $12.8 million will be recovered in future
years. Due to the uncertainty as to whether the reassessment will ultimately be resolved in the Corporation’s favour,
the Corporation reduced earnings by $6.4 million in 2006, of which $4.2 million was recorded in the second quarter.

RECENT CHANGES IN INCOME TAXES AND RATES

Federal and provincial governments have recently announced a number of changes to income taxes and rates. As
these changes are considered to have been substantively enacted, the Corporation has made an adjustment to income
taxes amounting to $14.9 million in the second quarter of 2006, most of which relates to future income taxes. The
adjustment increased 2006 earnings by $9.3 million after non-controlling interests, of which $1.0 million relates to
the Utilities Business Group, $5.0 million to the Power Generation Business Group, $1.2 miilion to the Gtobal
Enterprises Business Group, $2.4 million to the Industrials segment, and $(0.3) million to Corporate and Other.
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SELECTED QUARTERLY INFORMATION

For the Three Months Ended

(% Millions except per share data) . Mar.31  Jun. 30 Sep. 30 Dec. 31

f; (unaudited)
2006 (H(2) |
ReEVENUES (3) 1o 732.7 655.4 663.4 e
Eamings atmbulablc to Class I and Class II shares (4) ....occoovvninne 63.0 43.6 444
Earnings per Class I and Class II share (4) ....oooveiecniinevcnen 1.05 0.73 0.75
Diluted earnings per Class I and Ciass II share (4)..........coccooonees 1.04 0.72 074
2005 (1)(2)
REVENUES (3) .. oeecrcerr e s 814.6 630.5 626.0 788.5
Earnings attributable to Class I and Class 1 Shares....................... 42.6 28.1 26.1 52.2
Earnings per Class | and Class T share. .........ccoocoovvormimeiercienncns 0.71 0.47 0.44 0.87
Diluted earnings per Class I and Class Il shate ... 0.70 0.47 0.43 0.86
2004 (1) (2) .
REVENUES....e. oottt sttt et en e e et e ees cameroinsiaiss s e 716.3
Earnings attributable to Class I and Class I Shares ... i v vovernnnvenons 41.7
Earnings per Class [ and C1ass Ll SKATE..........ooovcveeeverorereeersosseeeoore ceevvesisssesss oesesieneeees oevreessvesoee 0.70
Diluted eamings per Class [ and Class IL share .......coocviiiiien voecimviiens covriiincns coreevnnees 0.70
. " .
Notes:
(1) There were no discontinued operations or extraordinary items during these periods.

(2)

).

(4)-
- March 31, 2006 (refer to Sale of Property section).

{5)

‘Due fto the! Seasonal nature of the Corporation’s aperations, revenues and earnings for any quarier are not
necessarily., indicative of operations on an annual basis.

Reduced recover:es of natural gas costs in revenues as ATCO Gas ceased selling natural gas from its natural
gas storage facz!mes on March 31, 2005, in accordance with Alberta Energy and Ulilities Board directives.
Includes earnings of $11.7 million (80.20 per share) from the Sale of Property for the three months ended

The above data has been extracted from the financial statements which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporting currency is the Canadian dollar.

i
RESULTS OF OPERATIONS

The principal factors that have caused variations in revenues and earnings over the eight most recently completed
quarters necessary to understand general trends that have developed and the seasonality of the businesses disclosed
in the 2005 MD&A remain substantially unchanged, except for the Sale of Property, the H.R. Miiner Income Tax
Reassessment, and Recent Changes in Income Taxes and Rates.
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Consolidated Operations

Revenues, earnings attributable to Class 1 and Class 1l shares, and earnings and diluted eamnings per share were as
follows:

For the Three For the Nine
Months Ended Months Ended
" - September 30 September 30
(% Millions, except per share data) 2006 2005 2006 2005
: (unaudited)
Revenues (1) (2) (3Nt e 663.4 626.0 2,051.5 2,071.1
Eamings attributable to Class I and Class II shares (2) (3) (4).......... 44.4 26.1 151.0 96.8
Eamnings per Class I share and Class I share (2) (3) (4} ... 0.75 0.44 2.53 1.62
Diluted earnings per Class | share and Class I1 share (2) (3) (4} ....... 0.74 0.43 2.50 1.60

Notes:

(1) Reduced recoveries of natural gas costs in revenues in 2006 and 2005 as ATCO Gas ceased selling natural gas
from its natural gas storage jfacilities on March 31, 2005, in accordance with Alberta Energy and Utilities
Board directives.

(2) There were no discontinued operations or extraordinary items during these periods.

(3) Due to the seasonal nature of the Corporation’s operations, revenues and earnings for any quariter are not
necessarily indicative of operations on an annual basis.

(4) Includes earnings of $11.7 million ($0.20 per share) from the Sale of Property for the nine months ended
Seprember 30, 2006 (refer to Sale of Property section).

(5) The above data has been extracted from the financial statements which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporting currency is the Canadian dollar.

Revenues for tﬁ'e three months ended September 30, 2006, increased by $37.4 million to $663.4 million, primarily
due to:
¢ increased business activity in ATCO Structures and ATCO Noise Management;
.¢  higher revenues in ATCO Power’s and ATCO Resources’” Alberta generating plants due to higher Alberta
Power Pool prices; and
¢ increased business activity in ATCO Frontec.

This increase was partially offset by:
s  warmer temperatures in ATCO Gas.

Revenues for the nine months ended September 30, 2006, decreased by $19.6 million to $2,051.5 million, primarily
due to:

s reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from
its natural gas storage facilities on March 31, 2003, in accordance with Alberta Energy and Utilities Board
(*AEUB") directives;

s impact of lower United Kingdom (“U.K.”} and Australia exchange rates on conversion of revenues to
Canadian dollars in ATCO Power,

* lower business activity in ATCO Frontec;

»  warmerl temperatures in ATCO Gas; and

» lower income taxes recovered from ATCO Electric's customers on a flow through basis, reflecting lower
income tax rates in 2006.

This decrease was partially offset by:
s increased business activity in ATCO Structures and ATCO Noise Management;
s customer rate increases for ATCO Electric and ATCO Gas (refer to Regulatory Matters - ATCO Electric
* and ATCO Gas sections). The impact of the ATCO Electric GTA Decision and the ATCO Gas GRA
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Decision on the first nine months of 2006 was positive as ATCO Electric and ATCO Gas had lower
customer rates during the first nine months of 2005;

» higher storage revenues due to higher capacity teased, and the timing and demand of storage capacity sold
by ATCO Midstream;

¢ higher revenues in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher Alberta
Power Pool prices; and

» improved merchant performance in ATCO Power’s U.K. operations.

Earnings attributable to Class I and Class Il shares for the three months ended September 30, 2006, increased
by $18.3 million ($0.31 per share) to $44.4 million ($0.75 per share), primarily due to:
s increased business activity in ATCO Structures and ATCO Noise Management,
¢ higher eamings in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher spark
spreads realized on sales of electricity in the Alberta market; and
o higher margins received for natural gas liquids and higher storage earnings due to the timing and demand of
storage capacity sold by ATCO Midstream.

This increase was partially offset by:
e H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section); and
s warmer temperatures in ATCO Gas,

Earnings attributable to Class 1 and Class Il shares for the nine months ended September 30, 2006, including
the $11.7 million after tax gain on the Sale of Property, increased by $54.2 million ($0.91 per share) to $151.0
million {$2.53 per share).

Earnings attributable to Class 1 and Class 1I shares for the nine months ended September 30, 2006, excluding
the $11.7 million after tax gain on the Sale of Property, increased by $42.5 million ($0.71 per share) to §139.3
million ($2.33 per share), primarily due to:
» increased business activity in ATCQ Structures and ATCO Noise Management;
s higher margins received for natural gas liquids, higher storage earnings due to higher capacity leased, and
the timing and demand of storage capacity sold by ATCO Midstream;
» higher ‘earnings in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher spark
spreads realized on sales of electricity in the Alberta market;
e $9.3 million adjustment to reflect recent tax changes (refer to Recent Changes in Income Taxes and Rates
section); and
» decreased share appreciation rights expense due to changes in Canadian Utilities Limited Class A share and
ATCO Ltd. Class I Non-Voting share prices since December 31, 2005,

This increase was partially offset by:
s H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section);
e warmer temperatures in ATCO Gas; and
e AEUB decision adjusting the 2001 and 2002 revenue requirements for changes in future income taxes
recorded in ATCO Eleciric (refer to Regulatory Matters - ATCO Electric section).

Operating expenses (consisting of natural gas supply, purchased power, operation and maintenance, selling and
administrative and franchise fee costs) for the three months ended September 30, 2006, were substantially
unchanged.

Operating expenses for the nine months ended September 30, 2006, decreased by $116.5 million to $1,231.4
million, primarily due to:
e reduced natural gas supply costs in 2006 as ATCO Gas ceased selling natural gas from its natural gas
storage facilities on March 31, 2005, in accordance with AEUB directives; and
e lower costs for natural gas liquids extraction in ATCO Midstream.
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This decrease was partially offset by:
s increased business activity in ATCO Noise Management and ATCQO Structures.

Depreciation a!i:ld amortization expenses for the three and nine months ended September 30, 2006, increased by
$3.6 million to $80.2 million, and by $27.8 million to $272.8 million, respectively, primarily due to:
*  capital'additions in 2006 and 2005.

Interest expeni's._e for the three months ended September 30, 2006, increased by $3.2 million to $57.7 million,
primarily due to; '
e interest on new financings issued in 2005 and 2006 to fund capital expenditures in Utilities operations.

K|
This increase was partially offset by:
e repayment of non-recourse financings in 2006 and 2005.

Interest expense for the nine months ended September 30, 2006, increased by $9.2 million to $178.2 million,
pritharily due to:
¢ H.R. Milner Income Tax Reassessment (refer to FLR. Milner Income Tax Reassessment section); and
 interest on new financings issued in 2003 and 2006 to fund capital expenditures in Utilities operations.

This increase was partially offset by:
e repayment of non-recourse financings in 2006 and 2005.

Interest and other income for the three and nine months ended September 30, 2006, increased by $9.5 miilion to
$18.8 million, and by $14.6 million to $44.4 million, respectively, primarily due to:

s  Calgary Stores Block Decision (refer to Regulatory Matters - ATCO Gas section); and

« higher short term interest rates on larger cash balances.

Income taxes for the three months ended September 30, 2006, increased by $12.9 million to $50.4 millien,
primarily due to:

» higher earnings; and

»  H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section).

Iiicome taxes for the nine months ended September 30, 2006, including the $2.6 million in income taxes resulting
from the Sale ofiProperty, increased by $12.0 million to $135.5 million.

Income taxes for the nine months ended September 30, 2006, excluding the $2.6 million in income taxes resulting
from the Sale of{Property, increased by $9.4 million to $132.9 million, primarily due to:
o higher %amings; and
e H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section).

This increase was partially offset by:
. adjustnllent to reflect recent tax changes (refer to Recent Changes in Income Taxes and Rates section).

I8
The interests of non-controlling share owners for the three and nine months ended September 30, 2006, increased
by $9.5 million to $41.0 million, and by $22.6 million to $134.8 million, respectively, primarily due to:
e higher earnings in Canadian Ultilities.
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Segmented Information

Scgmented revenues for the three and nine months ended September 30, 2006, were as follows:

. For the Three For the Nine
| Months Ended Months Ended
September 30 September 30

($ Millions) ° 2006 2005 2006 2005

: (unaudited)
ULIHES (1)1t sr s e 2211 221.8 796.1 890.4
Power Generation (2}, eeee e e 218.1 204.5 610.5 595.9
Global Enterprises (2)....ccoooioeniiine e snesnssnsessinseine 166.0 158.0 493.3 479.1
INAUSETIALS ..o e e e e e 95.9 76.5 157.6 201.8
Corporate and Other ... 4.8 4.2 13.2 12.5
Intersegment eliminations. ... {42.5) (39.0) (119.2) (108.6)
TOLAL....cveivei et iene et s et char s er et 663.4 626.0 2,051.5 2,071.1

Notes:

(1) Reduced recoveries of natural gas cosis in revenues in 2006 as ATCO Gas ceased selling natural gas from is
ratural gas storage facilities on March 31, 2005, in accordance with AEUB directives.

(2} In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power
Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of
segmentation.

Segmented earnings attributable to Class 1 and Class II shares for the three and nine months ended September
30, 2006, were as follows:

. " For the Three For the Nine

Months Ended Months Ended
September 30 "~ September 30

($ Millions) 2006 2005 2006 2005

(unaudited)

UHEES oot sbs s bas s s e eren bt nn e sren e 10.1 6.9 40.3 38.0

Power Generation (Il ..ot e s 19.1 12.4 49.1 35.8

Global Enterprises (1) 11.6 8.3 383 26.5

INAUSEIIAIS 1uvviciviiierec et s e s sre s s 8.1 5.1 19.9 12.4

Corporate and Other (2) ..., (4.6) (6.6) 5.8 (15.8)

Intersegment eliminations. . ......vevveseveemecememeseesresmrecrsssmccreesescsnecas 0.1 - Q2.4 (0.1}

TOML ..ttt et bbb rae s e sma s b e e en e r e 44.4 26.1 151.0 96.8

Notes:

(1) In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power
Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of
segmentation.

(2) Includes earnings of $11.7 million (80.20 per share) from the Sale of Property for the nine months ended
September 30, 2006 (refer to Sale of Property section).

Utilities

Revenues from the Utilities Business Group for the three months ended September 30, 2006, decreased by 30.7
million to $221.1 million, primarily due to:

s warmer temperatures in ATCO Gas;

e lower franchise fees collected by ATCO Gas on behalf of cities and municipalities; and
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o lower income taxes recovered from ATCO Electric’s customers on a flow through basis, reflecting lower
income tax rates in 2006,

This decrease was partially offset by:

» customer rate increases for ATCO Electric (refer to Regulatory Matters - ATCO Electric section). The
impact of the ATCO Electric GTA Decision on the third quarter of 2006 was positive as ATCO Electric
had lower customer rates during the third quarter of 2005; and

»  customer growth in ATCO Gas.

Temperatures in ATCO Gas for the three months ended September 30, 2006, were 3.8% warmer than normal,
compared to 27.3% colder than normal for the corresponding period in 2005.

Revenues for the nine months ended September 30, 2006, decreased by $94.3 million to $796.1 million, primarily
due to: ‘
» reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from
its natural gas storage facilities on March 31, 2005, in accordance with AEUB directives;
¢ warmer temperatures in ATCO Gas;
o lower income taxes recovered from ATCO Electric’s customers on a flow through basis, reflecting lower
income tax rates in 2006; and
¢ AEUB, decision adjusting the 2001 and 2002 revenue requirements for changes in future income taxes
recorded in ATCO Electric in 2005 (refer to Regulatory Matters - ATCO Electric section).

This decrease was partially offset by:

e customer rate increases for ATCO Electric and ATCO Gas (refer to Regulatory Matters - ATCO Electric
and ATCO Gas sections). The impact of the ATCO Electric GTA Decision and the ATCO Gas GRA
Decision on the first nine months of 2006 was positive as ATCO Electric and ATCO Gas had lower
customer rates during the first nine months of 2005;
customer growth in ATCO Gas; and
higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

Temperatures in ATCO Gas for the nine months ended September 30, 2006, were 12.4% warmer than normal,
compared to 3.8% warmer than normal for the corresponding period in 2005,

Earnings for the three months ended September 30, 2006, increased by $3.2 millicn to $10.1 million, primarily due
to:
*  Calgary Stores Block Decision (refer to Regulatory Matters - ATCO Gas section).

This increase was partially offset by:
¢  warmer temperatures in ATCO Gas.

Earnings for llie nine months ended September 30, 2006, increased by $2.3 million to $40.3 million, primarily due
to:

*  higher: customer rates for ATCO Gas and ATCO Electric in the first nine months of 2006. While the
ATCO Electric GTA Decision (refer to Regulatory Matters - ATCO Electric section) was expected to
decrease 2006 earnings, the impact of the ATCO Electric GTA Decision on the first nine months of 2006
was posmve as ATCO Electric had lower customer rates during the first nine months of 2003;
customer growth in ATCO Gas; and
Calgary Stores Block Decision (refer to Regulatory Matters - ATCO Gas section).

This increase was partially offset by:
¢  warmer temperatures in ATCO Gas; and
¢ AEUB decision adjusting the 2001 and 2002 revenue requirements for changes in future income taxes
recorded in ATCO Electric (refer to Regulatory Matters - ATCO Electric section).
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Power Generation

- Revenues from.the Power Generation Business Group for the three months ended September 30, 2006, increased
by $13.6 million to $218.1 million, primarily due to:
* higher revenues in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher Alberta
Power Pool prices;
» improved merchant performance in ATCO Power’s U K. operations; and
« highernatural gas fuel purchases recovered on a “no margin” basis at ATCO Power 5 Barking generating
plam i

This increase was partially offset by:
* impact ‘of lower U.K. and Australia exchange rates on conversion of revenues to Canadian dollars;
e lower Power Purchase Arrangement (“PPA”) tariffs due to declining rate bases at Alberta Power (2000)’s
Battle River and Sheerness generating plants and a decline in the return on common equity rate (2006 —
8.75%, 2005 - 9.49%) that is based on long term Government of Canada bond yields plus 4.5%; and
¢ lower PPA tariffs due to the expiry in December 2005 of the PPA for Alberta Power (2000)'s Rainbow
generatling plant.

Revenues for the nine months ended September 30, 2006, increased by $14.6 million to $610.5 million, primarily
due to:
¢  higher revenues in ATCO Power's and ATCO Resources” Alberta generating plants due to higher Alberta
Power Pool prices;
improved merchant performance in ATCO Power's U.K. operations; and
higher natural gas fuel purchases recovered on a “no margin” basis at ATCO Power’s Barking generating
plant.

This increase was partially offset by:

+ impact of lower UK. and Australia exchange rates on conversion of revenues to Canadian dollars in ATCO
Power;,.

» lower PPA tariffs due to declining rate bases at Alberta Power (2000)’s Battle River and Sheerness
generating plants and a decline in the return on common equity rate (2006 ~ 8.75%, 2005 — 9.49%) that is
based on long term Government of Canada bond yields plus 4.5%,; and

» lower PPA tariffs due to the expiry in December 2003 of the PPA for Alberta Power (2000)'s Rainbow
generating plant.

Earnings for the three months ended September 30, 2006, increased by $6.7 million to $19.1 million, primarily due
to:
» higher earnings in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher spark
spreads realized on sales of electricity in the Alberta market; and
» improved merchant performance and higher availability (due to planned outages in 2005) in ATCO
Power’s U.K. operations.

This increase was partially offset by:
s H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section).

Alberta Power Pool electricity prices for the three months ended September 30, 2006, averaged $95.31 per megawatt
hour, compared to average prices of $66.91 per megawatt hour for the corresponding period in 2005. Natural gas
prices for the three months ended September 30, 2006, averaged $5.33 per gigajoule, compared to average prices of
$8.81 per gigajoule for the comresponding period in 2005. The consequence of these electricity and natural gas
prices was an average spark spread of §55.37 per megawatt hour for the three months ended September 30, 2006,
compared to $0.85 per megawatt hour for the corresponding period in 2003.

Spark spread is related to the difference between Alberta Power Pool electricity prices and the marginal cost of
producing electricity from natural gas. These spark spreads are based on an approximate industry heat rate of 7.5

gigajoules per megawatt hour. .
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Changes in spark spread affect the results of approximately 476 megawatts of plant capacity owned in Alberta by
ATCO Power, ATCO Resources and Alberta Power (2000) out of a total worldwide owned capacity of
approximately 2,695 megawatts.

On May 8, 2006, EPCOR Utilities Inc. announced the sale of its interest in the PPA for Alberta Power (2000)’s
Battle River generating plant to ENMAX Corporation. The sale is not expected to have a material impact on the
Corporation’s operations or earnings.

Earnings for th'e nine months ended September 30, 2006, increased by $13.3 miilion to $49.1 million, primarily
due to:
¢  higher earnings in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher spark
spreads realized on sales of electricity in the Alberta market;
¢ $5.0 million adjustment to reflect recent tax changes for ATCO Power and ATCO Resources (refer to
Recent Changes in Income Taxes and Rates section); and
e improved merchant performance in ATCO Power’s U.K. operattons.

This increase was partially oifset by:
¢ H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section); and
¢ lower PPA tariffs due to declining rate bases at Alberta Power (2000)’s Battle River and Sheerness
generating plants and a decline in the return on common equity rate (2006 - 8.75%, 2005 - 9.49%) that is
based on long term Government of Canada bond yields plus 4.5%.

Alberta Power Pool electricity prices for the nine months ended September 30, 2006, averaged 368.59 per megawatt
hour, compared to average prices of $54.79 per megawatt hour for the corresponding period in 2005, Natural gas
prices for the nine months ended September 30, 2006, averaged $6.05 per gigajoule, compared to average prices of
$7.44 per gigajoule for the cormresponding period in 2005. The consequence of these electricity and natural gas
prices was an average spark spread of $23.24 per megawatt hour for the nine months ended September 30, 2006,
compared to ($1.01) per megawatt hour for the corresponding period in 2005,

During the three months ended September 30, 2006, Alberta Power (2000)’s deferred availability incentive
account increaséd by $12.2 million to $80.6 millien. The increase was due to additional availability incentives
received for improved plant availability. During the three months ended September 30, 2006, the amortization of
deferred availability incentives, recorded in revenues, increased by $0.4 million to $2.6 million as compared to the
same period in 2005,

During the nine months ended September 30, 2006, Alberta Power (2000)’s deferred availability incentive account
increased by $20.8 million to $80.6 million. The increase was due to additional availability incentives received for
improved plant availability due to the timing of planned outages in 2006. During the nine months ended September
30, 2006, the amortization of deferred availability incentives, recorded in revenues, increased by $1.7 million to $7.9
million as compared to the same period in 2005,

Global Enterprises

Revenues from the Global Enterprises Business Group for the three months ended September 30, 2006, increased
by $8.0 million to $166.0 million, primarily due to:

« increased business activity in ATCO Frontec; and

o increased sales of natural gas to affiliates by ATCO Midstream.

Revenues for the nine months ended September 30, 2006, increased by $14.2 million to $493.3 million, primarily
due to:
s higher storage revenues due to higher capacity leased, and the timing and demand of storage capacity sold
by ATCO Midstream; and
» increased sales of natural gas to affiliates by ATCO Midstream.
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This increase was partially offset by:
¢ lower business activity in ATCO Frontec.

Earnings for the three months ended September 30, 2006, increased by $3.3 million to $11.6 million, primarily due

to: :

higher margins received for natural gas liquids and higher storage earnings due to the timing and demand of
storage capacity sold by ATCO Midstream.

Earnings for the nine months ended September 30, 2006, increased by $11.8 million to $38.3 miilion, primarily
due to:
¢ higher margins received for natural gas liquids, higher storage earnings due to higher capacity leased, and
the timing and demand of storage capacity sold by ATCO Midstream.

Industrials

Revenues from the Industrials segment for the three and nine months ended September 30, 2006, increased by
$19.4 million to $95.9 million, and by $55.8 million to $257.6 million, respectively, primarily due to:
s increased business activity in ATCO Structures’ operations in Canada and the United States and increased
business activity in space rentals operations in Australia; and
» increased business activity in ATCO Noise Management.

This increase was partially offset by:
¢ lower business activity in ATCO Structures’ manufacturing operations in Europe, Australia and South
America.

Earnings for the three months ended September 30, 2006, increased by $3.0 million to $8.1 million, primarily due
to: ’

* increased business activity in ATCO Structures’ operations in Canada and the United States;

o losses incurred in ATCO Structures’ operations in Europe in 2005; and

» increased business activity in ATCO Noise Management.

Earnings for the nine months ended September 30, 2006, increased by $7.5 million to $19.9 million, primarily due
to:
¢ increased business activity in ATCO Structures’ operations in Canada and the United States;
e $2.4 million adjustment to reflect recent tax changes for ATCO Structures (refer to Recent Changes in
Income Taxes and Rates section); and
e increased business activity in ATCO Noise Management.

On July 5, 2006, ATCO Structures announced it had received a contract from Albian Sands Energy Inc. for the first
phase of a project to manufacture, supply and install the all-inclusive Albian Village accommodations for trades
people and management personnel at Shell Canada Limited’s Athabasca Oil Sands Project Upstream Expansion #1
north of Fort McMurray, Alberta. Accommodating 800 people in the first phase, and capable of expansion to 2,500
people, Albian Village features a 115,000 square foot core building containing a gymnasium, running track, workout
facility, lounge, lecture hall, dining area, and plus-15 elevated corridors. ATCO Structures’ contract includes
turnkey services such as delivery and installation, distribution of site services (electrical, water, gas, and sewer),
supply of external recreational facilities, parking, lighting and fencing. Manufacturing of the modules required for
phase one of Albian Village has begun in ATCO Structures’ Calgary facility. The units will then be transported to
site by truck and installed by ATCO Structures and subcontractors, with completion scheduled for first quarter of
2007, '

On August 10, 2006, ATCO Structures announced it had been awarded Phase Two of a major contract by Albian
Sands Energy Inc. to manufacture, supply and install high quality workforce housing for an additional 1,660
tradespeople and management personnel at Shell Canada Limited’s Athabasca Oil Sands Project Upstream
Expansion #1 north of Fort McMurray, Alberta. Manufacturing of the modules required for Phase Two will begin in
ATCO Structures® Calgary facility in the fall of 2006, with the units scheduled to be installed by ATCO Structures
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and subcontractors in the third quarter of 2007. ATCO Structures will also complete all underground site services
and supply external recreational facilities including an indoor ice hockey rink and baseball field. Parking for more
than 800 vehicles, lighting and fencing will also be provided.

Corporate and Other

Earnings for the three months ended September 30, 2006, increased by $2.0 million to (54.6) million, primarily
due to:
» decreased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class I Non-Voting share prices since June 30, 2006.

Earnings for the nine months ended September 30, 2006, including the $11.7 million after tax gain on the Sale of
Property, increased by $21.6 million to $5.8 million.

Earnings for the nine months ended September 30, 2006, excluding the $11.7 million after tax gain on the Sale of
Property, increased by $9.9 million to ($5.9) million, primarily due to:
e decreased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class | Non-Voting share prices since December 31, 2005.

REGULATORY MATTERS

Regulated operations are conducted by wholly owned subsidiaries of Canadian Utilities” wholly owned subsidiary,
CU Inc.:
¢ ATCO Electric and its subsidiaries Northland Utilities (NWT), Northland Utilities (Yellowknife) and
Yukon Electrical;
¢ the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and Pipelines Ltd.; and
« the Battle River and Sheerness generating plants of Alberta Power (2000).

Regulated operations in Alberta (except for the generating plants of Alberta Power (2000)) are subject to a genetic
cost of capital regime:
+ inJuly 2004, the AEUB issued the generic cost of capital decision which established, among other things:
o a standardized approach for each utility company regulated by the AEUB for determining the rate of
Teturn on common equity;
* rate of return adjusted annually by 75% of the change in long term Government of Canada bond
yield as forecast; and
*  adjustment mechanism similar to the method the National Energy Board uses in determining its
formula based rate of return;
© the appropriate capital structure for each utility regulated by the AEUB.
¢ in November 2005, the AEUB announced a generic return on common equity of 8.93% for 2006; and
* in January 2006, the AEUB clarified that the generic return on equity determined on an annual basis in
accordance with the generic cost of capital decision should apply to each year of the test peried in the
companies’ applications. If no rate applications are filed for a particular year, then there will be no
adjustment to the common equity rate of return for that year.

In June 2005, as part of their rate applications, ATCO Electric and ATCO Gas submitted a filing to the AEUB that
addressed certain common matters. ATCO Pipelines is also a party to this filing as the concerns are common to all
three utilities:
+ this filing included evidence regarding:
o the appropriate ratemaking approach in the determination of utility revenue requirements;
o treatment of pension costs, executive compensation and head office rent expense; and
o the continued use of preferred shares as a form of financing for the three utilities;
* AEUB heard this filing in May 2006; and
= on October 11, 2006, the AEUB issued a decision which resulled in no significant impact on earnings.
Among other things, the decision upheld ATCO’s treatment of pension costs and approved the continued
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use of preferred shares. In addition, the decision approved minimal changes to head office rent expense
and executive compensation.

ATCO Electric

In March 2006, the AEUB issued a decision on ATCO Electric’s 2005 and 2006 General Taniff Application
(“*ATCO Electric GTA Decision™) which established, among other things:
+ the amount of revenue to be collected in 2005 and 2006 from customers for transmission and distribution
services;
e interim refundabie rates approved by the AEUB in July 2005 (distribution serv1ces) and September 2005
(transmission services),
2005 earnings negatively impacted by $1.3 million, recorded in first quarter of 2006;
2006 earnings will be reduced by an additional $1.6 million, as compared to 2005 earnings, to be recorded
throughout 2006; and
¢ return on common equity confirmed according to AEUB standardized rate of return methodology — 9.5% in
2005 and 8.93% in 2006.

In May 2006, the AEUB issued a decision on ATCO Electric’s 2003-2004 Regulated Rate Option Tariff Non-
Energy Rates application dated November 2002:
e this decision approved, on an interim refundable basis, the collection in 2006 of a shortfall of $2.7 million
for 2003 and $2.2 million for 2004 that was not previously incorporated into customer rates;
¢ the amounts approved for collection are subject to the outcome of an existing process regarding the pricing
of services provided by ATCO [-Tek; and
e the impact of this decision increased 2006 earnings by $1.9 m1ll1on and was recorded in the second quarter
of 2006.

In August 2002j'the AEUB issued a decision in which it denied ATCO Electric’s application to adjust its 2001 and
2002 transmission and distribution revenue requirements by $4.6 million for changes in the amounts of future
income taxes recorded
¢ in May 2005, the AEUB changed its August 2002 decision and allowed ATCO Electric to increase- its
revenues and earnings by $4.6 million. The impact of this decision was recorded in the second quarter of
2005.

In August 2006, the AEUB approved the first phase of the Alberta Electric System Operator’s (“AESO”) application
for the need to improve transmission infrastructure in northwest Alberta:
¢ AEUB ‘decision grants the AESO approval to assign approximately $300 million in projects to the
Transmission Facility Owner, ATCO Electric; and
¢ once assigned by the AESO, ATCO Electric will prepare and file facility applications with the AEUB.
Construction will commence once approval to proceed is received from the AEUB. The entire project is
anticipated to be completed by 201 1.

ATCO Gas

In January 2006; AEUB issued a decision on ATCO Gas’ 2005, 2006 and 2007 General Rate Application ("ATCO
Gas GRA Decision™) which, among other things:
* established the amount of revenue to be collected over the peried 2005 to 2007 from customers for natural
gas distribution service;
e approved a return on common equity as determined by the AEUB’s standardized rate of retum
methodology — 9.5% in 2005, 8.93% in 2006 and is yet to be determined for 2007; and
e the final impact of the decision will not be known unti! a subsequent regulatory process is finalized.

In May 2006, the City of Calgary filed a Review and Variance application with the AEUB-for the ATCO Gas GRA
Decision:
» the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
calculation of working capital needed by ATCO Gas to operate its Carbon natural gas storage facility;
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ATCO Gas believes that the City of Calgary’s application is without merit; and
AEUB-decision on this application is expected in the fourth quarter of 2006.

In October 2001, the AEUB approved the sale by ATCO Gas of certain properti;as in the City of Calgary, known as
the Calgary Stores Block, for $6.6 million (excluding costs of disposition). As a result of this decision (the “Calgary
Stores Block Decision™):

$4.1 million of the proceeds were allocated by the AEUB to customers and $1.8 million to ATCO Gas;
ATCO Gas appealed the decision to the Alberta Court of Appeal which overturned the decision and
directed the AEUB to allocate 5.4 million of the proceeds to ATCO Gas;

City of Calgary appealed this decision to the Supreme Court of Canada, which also granted ATCO Gas
leave to cross-appeal the decision;

the Supreme Court of Canada rendered its decision on February 9, 2006, dismissing the City of Calgary’s
appeal and allowing ATCO Gas’ cross-appeal. AEUB was directed to issue a new decision in accordance
with the Supreme Court’s ruling;

ATCO Gas requested that the AEUB address the Supreme Court of Canada decision; and

the AEUB complied with the Supreme Court of Canada decision on August i1, 2006, and ATCO Gas
recorded additional net proceeds totaling $4.1 million from the sale and increased earnings of $3.7 million
after income taxes in the third quarter of 2006.

ATCO Gas owns a 43.7 petajoule natural gas storage facility located at Carbon, Alberta, ATCO Gas has leased the
entire storage capacity of the facility to ATCO Midstream. ATCO Gas has taken the position that the facility is no
longer required for utility service and should be removed from regulaticn. In the process of obtaining AEUB
approval, the following events are significant:

in July 2004, the AEUB initiated a written process to consider its role in regulating the operations of the
facility; .

in June 2005, the AEUB issued a decision with respect to this process. In addition to addressing other
matters, the decision found that the AEUB has the authority, when necessary in the public interest, to direct
a utility to utilize a particular asset in a specific manner, even over the objection of the utility;

ATCO Gas filed for leave to appeal the decision with the Alberta Court of Appeal;

in October 2005, the AEUB established processes to review the use of the facility for utility purposes; and

a hearing to review the use of the facility for revenue generation was held in April 2006 and a hearing 1o
review the use of the facility for load balancing was held in June 2006. On October 11, 2006 the AEUB
issued a decision confirming ATCO Gas’ position that the facility is no longer required for utility service
with rfespect to the use of the facility for load balancing purposes. ATCO Gas is expecting an AEUB
decision in the fourth quarter of 2006 on the remaining outstanding matter related to revenue generation.

ATCO Gas has; filed an application with the AEUB to address, among other things, corrections required to historical
transportation imbalances (the process whereby third party natural gas supplies are reconciled to amounts actually
shipped in the Corporation’s pipelines) that have impacted ATCO Gas’ deferred gas account:

in April 2005, the AEUB issued a decision resulting in a 15% decrease in the transportation imbalance
adjustments sought by ATCO Gas. The decision resulted in a decrease to 2005 revenues and earnings of
$1.8 million and $1.2 million, respectively; and

City of Calgary filed for leave to appeal the AEUB’s decision. ATCO Gas filed a cross appeal of the
AEUB’s decision. The leave to appeal was heard by the Alberta Court of Appeal on April 18, 2006. On
July 7, 2006 the Alberta Court of Appeal issued its decision granting the City of Calgary’s leave to appeal
on the question of whether the AEUB erred in law or jurisdiction in assuming that it had the authority to
allow recovery in 2005, for costs relating to prior years. ATCO Gas’ cross appeal was denied. A hearing
with the Alberta Court of Appeal has not yet been scheduled. '
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In October 2005, ATCO Gas filed an application with the AEUB to approve the sale of its Red Deer Operating
Centre:

e in December 2005, the AEUB approved the sale and deferred its decision on the distribution of net
proceeds of $1.0 million until the Supreme Court of Canada rendered a judgment in the appeal regarding
the Calgary Stores Block disposition and allocation of proceeds discussed above;

s the Supreme Court of Canada rendered its decision on the Calgary Stores Block matter on February 9,
2006;

« in Feb'i}uary 2006, ATCO Gas submitted a filing to the AEUB to approve the allocation of the net proceeds;

s on March 16, 2006, the AEUB suspended the process convened to approve allocation of the net proceeds
pending resolution of certain issues arising in connection with the Supreme Court’s Calgary Stores Block
decision. The net proceeds of the sale remain in trust pending AEUB approval; and

s on August 16, 2006, ATCO Gas requested that the process re-convene in light of the AEUB’s approval of
the Calgary Stores Block application. The AEUB issued a call for comments which concluded on
September 14, 2006. A decision is expected in the fourth quarter of 2006.

ATCO Pipelines

The AEUB has announced that it will hold a review of competitive natural gas pipeline issues under AEUB
jurisdiction in November and December of 2006, This review is expected to address competitive issues between
ATCO Pipelines and NOVA Gas Transmission Ltd.

Other Matters

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.

LIQUIDITY A;ND CAPITAL RESOURCES

A major portion of the Corporation’s operating income and cash flow is generated from its utility operations.
Canadian Utilities and its wholly owned subsidiary, CU Inc., use commercial paper borrowings and short term bank
loans to provide flexibility in the timing and amounts of long term financing. ATCO Ltd. has received dividends
from Canadian Utilities which have been more than sufficient to service debt requirements and pay dividends.

Cash flow from operations for the three and nine months ended September 30, 2006, increased by $23.5 million to
$178.1 million, and by $39.6 million to $566.1 million, respectively, primarily due to:
+  increased earnings; and
¢ increased availability incentives in Alberta Power (2000), primarily due to availability incentive payments
received for improved plant availability.

This increase was partially offset by:
s lower proceeds received from the TXU Europe Settlement (refer to TXU Europe Settlement section).

Investing for the three months ended September 30, 2006, increased by $27.0 million to $163.5 million, primarily
due to: !
« changes in non-cash working capital.

Capital expenditures for the three months ended September 30, 2006, increased by $7.2 million to $156.3 million,
primarily due to:
e increased investment in non regulated power generation and regulated natural gas distribution projects.

This increase was partially offset by:

¢ decreased investment in workforce housing and space rentals assets and regulated electric distribution and
transmission projects.
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Investing for the nine months ended September 30, 2006, including the proceeds of $15.1 million net of income
taxes from the Sale of Property, increased by $24.7 million to $380.5 million, primarily due to:

e 2005 proceeds on the transfer of the retail energy supply businesses;

¢ increased capital expenditures; and

« H.R. Milner Income Tax Reassessment (refer to H.R. Milner Income Tax Reassessment section).

This increase was partially offset by:
e increased contributions by utility customers for extensions to plant;
» changés in non-current deferred electricity costs; and
+  Sale of Property.

Capital expenditures for the nine months ended September 30, 2006, increased by 527.8 million to $420.3 million,
primarily due to:
» increased investment in regulated natural gas distribution and transpertation prejects.

This increase was partially offset by:
+  decreased investment in workforce housing and space rentals assets and regulated electric distribution and
transmission projects.

During the three months ended September 30, 2006, the Corporation issued:
e $20.8 million of long term debt.

During the three months ended September 30, 2006, the Corporation redeemed:
» $6.7 million of long term debt; and
e $23.3 million of non-recourse long term debt.

These changes resulted in a net debt decrease of $9.2 million.

During the niné months ended September 30, 2006, the Corporation issued:
e  $58.9 million of long term debt.

During the nine months ended September 30, 2006, the Corporation redeemed:
¢  $10.4 million of long term debt; and
¢  $57.7 million of non-recourse long term debt.

These changes resulted in a net debt decrease of $9.2 million.
i

Net purchase of Class | shares and Canadian Utilities Limited Class A non-voting shares for the three and nine
months ended September 30, 2006, increased by $71.3 million to $§74.6 million, and by $116.6 million to $118.3
million, respectively, due to increased share purchases in 2006.

Dividends paid to non-controlling interests for the three and nine months ended September 30, 2006, increased
by $15.6 million, and by $16.9 million, respectively, primarily due to a one-time special dividend (30.25 per share)
paid by Canadian Utilities on September 1, 2006.

Foreign curréncy translation for the three and nine months ended September 30, 2006, positively impacted the
change in the Corporation’s cash position by $9.0 million, and by $16.9 million, respectively, primarily as a result
of:
» changes in the U.K. exchange rate which resulted in an increase in the value of cash balances denominated
in U.K., pounds when translated into Canadian dollars.
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At September 3:0, 2006, the Corporation had the following credit lines that enable it to obtain funding for general
corporate purposes.

Total - Used Available
($ Millions)
Long term committed ... s 594.1 74.2 519.9
SO 1EMM COMIMUIE ...cov oo reeeese s es s see 6260 . 38.4 587.6
UNCOIMIMUIEA ..o ittt eeeeeeeie e et eib s trensarsarsessensennareess 129.1 30.8 98.3
Total................ Ettereeetetsasaeaaeateeartearee e et ot en e et enn e e e nan s e taeneaseeannenenneens 1,349.2 143.4 1,205.8

The amount afid timing of future financings will depend on market conditions and the specific needs of the
Corporation.

Contractual obligations disclosed in the 2005 MD&A remain substantially unchanged as at September 30, 2006.

Net current and long term future income tax liabilities of $200.2 million at September 30, 2006, are attributable
to differences between the financial statement carrying amounts of assets and liabilities and their tax bases. These
differences result primarily from recognizing revenue and expenses in different years for financial and tax reporting
purposes. Future income taxes will become payable when such differences are reversed through the settlement of
liabilities and realization of assets.

On May 27, 2005, the Corporation commenced a normal course issuer bid for the purchase of up to 3% of the
outstanding Class [ shares. The bid expired on May 26, 2006. Over the life of the bid, 372,500 shares were
purchased, of which 184,000 were purchased in 2005 and 188,500 were purchased in 2006. On May 29, 2006, the
Corporaticn commenced a new normal course issuer bid for the purchase of up to 5% of the outstanding Class |
shares. The bid will expire on May 28, 2007. From May 27, 2006, to October 24, 2006, 1,346,200 shares have been
purchased.

I
f

For the first quarter of 2006, the quarterly dividend payment was increased by $0.015 to $0.205 per share. The
Corporation has increased its annual commeon share dividend each year since 1993. The payment of any dividend is
at the discretion of the Board of Directors and depends on the financial condition of the Corporation and other
factors. :

On April 12, 2006, CU Inc. filed a base shelf prospectus which permits CU Inc. to issue up to an aggregate of
$850.0 million of debentures over the twenty-five month life of the prospectus.

OUTSTANDING SHARE DATA

At October 24; 2006, the Corporation had outstanding 51,739,946 Class | shares and 6,948,918 Class II shares and
6,000,000 5.75% Cumulative Redeemable Preferred Shares Series 3.

At October 24,I 2006, options to purchase 1,469,800 Class I shares were outstanding.

BUSINESS RISKS

On February 16, 2005, the Kyoto Protocol came into effect. The Corporation is unable to determine what impact the
protocol may have on its operations as the Government of Canada has not yet provided industry specific details for
its 2005 Climate Change Plan. It is anticipated that the Corporation’s PPA’s relating to its coal-fired generating
plants will allow the Corporation to recover any increased costs assoctated with the implementation of the protocol.
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Regulated Operations

ATCO Electric; ATCO Gas and ATCO Pipelines are regulated primarily by the AEUB, which administers acts and
regulations covering such matters as rates, financing, accounting, construction, operation and service arca. The
AEUB may approve interim rates, subject to final determination. These subsidiaries are subject to the normal risks
faced by companies that are regulated. These risks include the approval by the AEUB of customer rates that permit
a reasonable opportunity to recover on a timely basis the estimated costs of providing service, including a fair return
on rate base. The Corporation’s ability to recover the actual costs of providing service and to earn the approved
rates of return depends on achieving the forecasts established in the rate-setting process.

Weather

Weather fluctuations have a significant impact on throughput in ATCO Gas. Since approximately 50% of ATCO
Gas’ delivery charge is recovered based on throughput, ATCO Gas’ revenues and earnings are sensitive to weather.
Weather that is 10% warmer or colder than normal temperatures impacts annual earnings by approximately
$5.9 million. ‘

Transfer of the Retail Energy Supply Businesses

On May 4, 2004, ATCO Gas and ATCO Electric transferred their retail energy supply businesses to Direct Energy
Marketing Limited and one of its affiliates (collectively “DEML”), a subsidiary of Centrica plc.

Although ATCO Gas and ATCO Electric transferred to DEML certain retail functions, including the supply of
natural gas and electricity to customers and billing and customer care functions, the legal obligations of ATCO Gas
and ATCO Electric remain if DEML fails to perform. In certain events (including where DEML fails to supply
natural gas and/or electricity and ATCO Gas and/or ATCO Electric are ordered by the AEUB to do so), the
functions will revert to ATCO Gas and/or ATCO Electric with no refund of the transfer proceeds to DEML by
ATCO Gas and/or ATCO Electric.

Centrica plc, DEML’s parent, has provided a $300 million guarantee, supported by a $235 million letter of credit in
respect of DEML’s obligations to ATCO Gas, ATCO Electric and ATCO [-Tek Business Services in respect of the
ongoing relationships contemplated under the transaction agreements. However, there can be no assurance that the
coverage under these agreements will be adequate to cover all of the costs that could arise in the event of a reversion
of such functions.

Canadian Utilities has provided a guarantee of ATCO Gas’, ATCO Electric’s and ATCO I-Tek Business Services’
payment and indemnity obligations to DEML contemplated under the transaction agreements.

Late Payment Penalties on Utility Bills

As a result of decisions of the Supreme Court of Canada in Garland vs. Consumers’ Gas Co., the imposition of late
payment penalties on utility bills has been called into question. The Corporation is unable to determine at this time
the impact, if any, that these decisions will have on the Corporation.

Alberta Power (2000)

Alberta Environment plans to implement mercury emission standards for coal-fired generating plants through a new
provincial regulation that came into force in March 2006. Owners of coal-fired generating plants are required to
submit proposals on capturing at least 70% of the mercury in the coal burned in their plants by March 2007. The
proposals for mercury emission reduction must be implemented by 2010. It is anticipated that the Corporation’s
PPA’s relating to its coal-fired generating plants will allow the Corporation to recover most of the costs associated
with complying with the new regulation. ’
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Measurement Inaccuracies in Metering Facilities

Measurement inaccuracies occur from time to time with respect to ATCO Electric’s, ATCO Gas’ and ATCO
Pipelines’ metenng facilities. Measurement adjustments are settled between the parties based on the requirements
of the Electricity and Gas Inspections Act (Canada) and applicable regulations issued pursuant thereto. There is a
risk of disallowance of the recovery of a measurement adjustment if controls and timely follow up are found to be
inadequate by the AEUB.

A recent AEUB decision applicable to ATCO Gas established a two year adjustment limitation period for

inaccuracies in gas supply costs, including measurement inaccuracies in metering facilities. The AEUB stated that it
will consider specific applications for adjustments beyond the two year limitation period.

Non-Regulated Operations

ATCé Power and ATCO Resources

Alberta Power Pool electricity prices, natural gas prices and related spark spreads can be very volatile, as shown in
the following graph, which illustrates a range of prices experienced during the period January 2000 to September

2006.
Alberta Power Pool Prices, Natural Gas Prices and Spark Spreads
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Alberta Power Paol Prices and Spark Spreads
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Changes in Alberta Power Pool electricity prices, natural gas prices and related spark spreads may have a significant
impact on the Corporation’s earnings and cash flow from operations in the future. It is the Corporation’s pelicy to
continually monitor the status of its non-regulated electrical generating capacity that is not subject tc long term
commitments.

Since October 2004, the output from ATCO Power’s Barking generating plant previously soild to TXU Europe (refer
to TXU Europe Settlement section} has been sold into the U.K. power exchange market. In the UK., electricity
generators, on. average, sell over 90% of their output to electricity suppliers in bilateral contracts, use power
exchanges for approximately 7% of their output, and sell the remaining 2-3% via the Balancing Mechanism.
Approxtmately 40% of the electrlc:ty generated is supplied from natural gas-fired generating plants, and earlier this
year the market experienced an increase in electricity prices due to the increased world prices for natural gas. Since
then natural gas prices have softened with additional natural gas infrastructure coming on stream and the slightly
lower oil pnces Nevertheless, the Barking generating plant has a long term, fixed pnce gas purchase agreement
and, asa result, has been able to experlence increased margins due to the high market prices for electricity. Changes
in the U.K. market electricity prices may have an impact on the Corporation’s eamnings and cash flow from
operations in the future.

ATCO Midstream

Timing, capacity and demand of ATCO Midstream’s storage business as well as changes in market conditions may
impact the Corporation’s earnings and cash flow from storage operations.

ATCO Mldstream extracts ethane and other natural gas liquids from natural gas streams at its extraction plants.
These products are sold under either long term cost of service arrangements or market based arrangements. Changes
in market conditions may impact the Corporation’s earnings and cash flow from natural gas liquids extraction

operations.
|

ATCO Frontec

ATCO Frontec’s operations include providing support to military agencies in foreign locations which may be
subject to political risk.

On December 23, 2005, the Government of Canada filed a claim in the amount of $70 million which alleges that the
Corporation is liable for the destruction of property owned by the Governments of Canada and the United States.
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The Corporation believes that the claim is defensible and, in any event, has sufficient insurance coverage in place to
cover any material amounts that might become payable as a result of the claim. Accordingly, the claim is not
expected to have any material impact on the financial position of the Corporation. '

ATCO Structures and ATCO Noise Management

Interational sales may expose ATCO Structures and ATCO Noise Management to greater risk than normally
associated with domestic transactions. This risk is mitigated by contractual arrangements with credit worthy
counterparties and the active management of any foreign exchange risks.

]
Demand for workforce housing products is directly related to the capital spending cycle and the level of
development activity in natural resource industries. .

CRITICAL ACCOUNTING ESTIMATES

The preparation of the Corporation’s consolidated financial statements in accordance with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue and expenses during the year. On an on-going basis, management reviews its
estimates, particularly those related to depreciation and amortization methods, useful lives and impairment of long-
lived assets, amortization of deferred availability incentives, asset retirement obligations and employee future
benefits, using currently available information. Changes in facts and circumstances may result in revised estimates,
and actual results could differ from those estimates. The Corporation’s critical accounting estimates are discussed
below.

Deferred Availability Incentives

As noted in the Business Risks section, Alberta Power (2000) is subject to an incentive/penalty regime related to
generating unit availability. As at September 30, 2006, the Corporation had recorded $80.6 million of deferred
availability incentives. For the three and nine months ended September 30, 2006, the amortization of deferred
availability incentives, which was recorded in revenues, amounted to $2.6 million and 37.9 million, respectively.

The amount to be amortized is dependent upon estimates of future generating unit availability and future electricity
prices over the term of the PPA’s. Each quarter, the Corporation uses these estimates to forecast high case, low case
and most likely scenarios for the incentives to be received from, less penalties te be paid to, the PPA counterparties.
These forecasts are added 1o the accumulated unamortized deferred availability incentives outstanding at the end of
the quarter; the resulting total is divided by the remaining term of the PPA to arrive at the amortization for the
quarter.

Compared to the most likely scenario recorded in revenues for the year to date, the high case scenario would have
resulted in higher revenues of approximately $3.3 million, whereas the low case scenario would have resulted in
lower revenues of approximately $3.0 million.

Employee Future Benefits

The expected long term rate of return on pension plan assets is determined at the beginning of the year on the basis
of the long bond yield rate at the beginning of the year plus an equity and management premium that reflects the
plan asset mix. Actual balanced fund performance over a longer period suggests that this premium is about 1%,
which, when added to the long bond yield rate of 5.1% at the beginning of 2006, resulted in an expected long term
rate of return of 6.1% for 2006. This methodology is supported by actuarial guidance on long term asset return
assumptions for the Corporation’s defined benefit pension plans, taking into account asset class returns, normal
equity risk premiums, and asset diversification effect on portfolio returns.

The liability discount rate that is used to calculate the cost of benefit obligations reflects market interest rates on
high quality corporate bonds that match the timing and amount of expected benefit payments, The liability discount
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rate has also declmed over the same four year period, from 6.9% at the end of 2001 to 5.1% at the end of 2005; the
rate has remained at 5.1% in the three and nine months ended September 30, 2006. The result has been an increase
in benefit obligations (i.e., an experience loss), which is contributing to an increase in the cost of pension benefits as
losses are amortized to earnings.

in accordance with the Corporation’s accounting policy to amortize cumulative experience gains and losses in
excess of 10 percent of the greater of the accrued benefit obllgatlons or the market value of plan assets, the
Corporation began amortizing a pOI‘thl’] of the net cumulative experience losses on plan assets and accrued benefit
obligations in 2003 for both pension benefit plans and other post employment benefit plans and continued this
amortization during the three and nine months ended September 30, 2006.

The assumed annual health care cost trend rate increases used in measuring the accumulated post employment
benefit obligations in the three and nine months ended September 30, 2006, are as follows: for drug costs, 8.5%
starting in 2006 grading down over 7 years to 4.5%, and for other medical and dental costs, 4.0% for 2006 and
thereafter. Combined with higher claims experience, the effect of these changes has been to increase the costs of
other post employment benefits.

The effect of changes in these estimates and assumptions is mitigated by an AEUB decision to record the costs of
employee future benefits when paid rather than accrued. Therefore, a significant portion of the benefit plans
expense or income is unrecognized by the regulated operations, excluding Alberta Power (2000).

October 25, 2006
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Form 52 - 109F2 - Certification of Interim Filings
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I, Karen M. Watson, Senior Vice President & Chief Financial Officer
certify that:

1. [ have reviewed the interim filings (as this term is defined in Multilateral Instrument
52-109 Certification of Disclosure in Issuers’ Annual and Interim Filings) of
ATCO Ltd. (the issuer) for the interim period ending September 30, 2006;

2.  Based on my knowledge, the interim filings do not contain any untrue statement of
a material fact or omit to state a material fact required to be stated or that 1s
necessary to make a statement not misleading in light of the circumstances under
which it was made, with respect to the period covered by the interim filings;

3. Based on my knowledge, the interim financial statements together with the other
financial information included in the interim filings fairly present in all material
respects the financial condition, results of operations and cash flows of the issuer, as
of the date and for the periods presented in the interim filings; and

4.  The issuer’s other certifying officers and I are responsible for establishing and
maintaining disclosure controls and procedures for the issuer, and we have:

(@), designed such disclosure controls and procedures, or caused them to be
~ designed under our supervision, to provide reasonable assurance that
material information relating to the issuer, including its consolidated
subsidiaries, is made known to us by others within those entities,
particularly during the period in which the interim filings are being
prepared.

Date: Qctober 25, 2006

[Original signed by K.M. Watson]

Senior V_ice President & Chief Financial Officer




Form 52 - 109F2 - Certification of Interim Filings

I, Nancy C. Southern, President & Chief Executive Officer of ATCO Ltd., certify that:

1.

[ have reviewed the interim filings (as this term is defined in Multilateral Instrument
52-109 Certification of Disclosure in Issuers’ Annual and Interim Filings) of
ATCO Ltd. (the issuer) for the intcrim period ending September 30, 2006;

Based on my knowledge, the interim filings do not contain any untrue statement of
a material fact or omit to state a material fact required to be stated or that is
necessary to make a statement not misleading in light of the circumstances under
which it was made, with respect to the period covered by the interim filings;

Based on my knowledge, the interim financial statements together with the other
financial information included in the interim filings fairly present in all material
respects the financial condition, results of operations and cash flows of the issuer, as
of the date and for the periods presented in the interim filings; and

The issuer’s other certifying officers and I are responsible for establishing and
maintaining disclosure controls and procedures for the issuer, and we have:

(a). designed such disclosure controls and procedures, or caused them to be
designed under our supervision, to provide reasonable assurance that
material information relating to the issuer, including its consolidated
subsidiaries, is made known to us by others within those entities,
particularly during the period in which the interim filings are being
prepared.

Date: October 25, 2006

{Original signed by N.C. Southern]

President & Chief Executive Officer
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FOR THE NINE MONTHS ENDED, ;, 1€ oF it v 3
SEPTEMBER 30, 2006 CiironATE HiTIC AL

TO THE SHARE OWNERS:

ATCO Ltd. reported increased earnings for the three months ended September 30, 2006, of $44.4
million ($0.75 per share) compared to $26.1 million ($0.44 per share) for the same pertod in 2005.
Eamings for the nine months ended September 30, 2006, werc $151.0 million ($2.53 per share)
including the $11.7 million after tax gain on the sale of land located in downtown Calgary (“Gain on
Sale of Property”) compared to eamings for the same nine months in 2005 of $96.8 million ($1.62 pcr

. share).
Financial Summary For the Three For the Nine
Months Ended Months Ended
September 30 September 30
2006 2005 2006 2005
($ Millions except per share data)
_ (unaudited)
REVEIUES. ... oot et 663.4 - 626.0 20515 2,071.1
EamINgS....oo.ooveveese el e 4.4 26.1 151.0 96.8
Earnings excluding the Gain on Sale of Property ................ 44.4 26:1 139.3 06.8
Eamings per Class I and Il share.................onn 0.75 0.44 2.53 1.62
Eamnings per Class [ and Il share excluding Gain on Sale )
OFf PIOPETLY (..o s 0.75 0.44 2.33 1.62
Cash flow from Operations ...............occoeeiocnenninicniicn 178.1 154.6 566.1 526.5

Earnings increased for the three months ended September 30, 2006, primarily due to:
» increased business activity in ATCO Structures and ATCO Noise Management, :
 higher camings in ATCO Power’s and ATCO Resources” Alberta generating plants due to higher
spark spreads realized on sales of electricity in the Alberta Market; and
¢ higher margins received for natural gas liquids and higher storage eamings due to the timing and
demand of storage capacity sold by ATCO Midstream.

The increased earnings were partially offset by:

e a $2.2 million income tax expense adjustment in Alberta Power (2000). In the third quarter of
2006, the Canada Revenue Agency (“CRA”) issued a reassessment for Alberta Power (2000)'s
2001 taxation year. The CRA’s reassessment treats the proceeds received from the sale of the
H.R. Milner generating plant to the Alberta Balancing Pool as income rather than as a sale of an
‘asset. The Corporation has made submissions to the CRA opposing the CRA’s position. Due to
the uncertainty as to whether the reassessment will ultimately be resolved in the Corporation’s
favour, the Corporation reduced eamings by $6.4 million in 2006, of which $4.2 million was
recorded in the second quarter (“H.R. Milner Tax Reassessment™); and

e warmer temperatures in ATCO Gas.

Earnings increased for the nine months ended September 30, 2006, primarily due to:
o increased business activity in ATCO Structures and ATCO Noise Management,
¢ higher margins received for natural gas liquids, higher storage carnings due to higher capacity
ieased, and the timing and demand of storage capacity sold by ATCO Midstream;
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e higher eamings in ATCO Power’s and ATCO Resources’ Alberta generating plants due to higher

spark spreads realized on sales of electricity in the Alberta market; and
¢  $9.3 million adjustment to reflect changes to federal and provinéial taxes and rates.
The increased eamings were partially offset by:
¢ ‘the H.R. Milner Tax Reassessment; and ,
Se warmer temperatures in ATCO Gas. . l

Revenues incr eased for the three months ended September 30, 2006, primarily due to: -
» increased busmess activity in ATCO Structures and ATCO Noise Management; and

e higher revenues in ATCO Power’s and ATCO Resources Alberta generatmg plants due to hrgher'

Alberta Power Pool prices. 1
The increased FEVENUES WETE partlally offset b)r:
s warmer temperatures in ATCO Gas.

0

Revenues decreased for the nine months ended Septcmber 30 2006, primarily due to:

.. reduced recovenes of natural gas costs in'revenues in 2006 as ATCO Gas ceased sel

ling natural

- gas from 1ts natural gas storage facilities on March 31, 2005 in accordance with Albi:rta Energy

_ and Utilities Board (*AEUB”) dircttives; and k
s impact of lo“er United Kingdom and Austraha exchangc rates on conversron of
Canadian dollars _ Co
The decreased revenues were partially offset by: I
¢ increased busmess activity in ATCO Structures and ATCO Noise Management and

", and ATCO Gas had low er customer rates durlng the first ning months of 2003.

Cash ﬂow from operatlons increased for. the three and nine months ended Septembe
pnmarlly due to increased gamings. . o . R L

Thll‘d Quarter Other Highlights mclude

s “ATCO Structures announced they were awarded Phase Two of Shell Canada lelted $ Athabasca ,
" "0il Sands Piro.lect Upstream Expansion #1° north of Fort McMurray, Alberta, a ma_;or ‘contract to :
tmanufacture supply ‘and install high quahty w orkforce housmg for" 1,660 tradespeople and :

management personnel,
ATCO Group, an Alberta based worldwnde organlzatron of companies with assets of approxr

Generation; Utlhtres (natural gas and clectricity. transmission and dlstnbutlon) and Global

Q,PQ

e the impact of customer rate increases from the 'ATCO Electric AEUB General Tariff Apphcatron '
Decision and the ATCO Gas AEUB General Rate Application Decision received |1n the first =
" quarter of 2006 The impact of these decisions on 2006 revenues is positive as ATCO Electnc )

I.

. ;»_f"\

-~

revenues to

mately $74
billion and morelthan 7,000 employees, is compnsed of three main_business d1v1srons Power
Enterpnses,
wrth compames active in industrial manufacturing, technology, logistics and energy services.| -

3,0', 2006,
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N.C. Southern - _ o RD. Southem '
President & Chief Executive Officer . Chatrman of the Board
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) MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (“MD&A™)

The following discussion and analysis of financial condition and results of operations of ATCO Ltd. (the
“Corporation”) should be read in conjunction with the Corporation’s unaudited irterim consolidated financial
statements for the nine months ended September 30, 2006, and the audited consolidated financial statements and
management’s discussion and analysis of financial condition and results of operations for the year ended December
31, 2005 (“2005 MD&A”). Informatior: contained in the 2005-MD&A that is not discussed in this document
remains substantially unchanged. Additional information relating to the Corporation, including the Corporalmn ]
Annual Informallon Form, is available on SEDAR at www.sedar.com. :

The'equity secunues of the Corporation consist of Class I Non-Voting Shares (“Class [ shares™) and Class lI Voting
Shares (“Class II shares”).

The consolidated financial statements include the accounts of ATCO Ltd. and all of its subsidiaries. The principal
subsidiaries are Canadiac: Utilities Limited (“Canadian Utilities™), of which ATCO Ltd. owns 40.7% of the Class A
non-voting shares and 74.2% of the Class B common shares, for an aggregate ownership of 52.5%, and ATCO
Structures Inc. (*ATCO Structures”), ATCO Noise Management Lid. (fATCO Noise Management”) and ATCO
Resources Ltd. (“ATCO Resources”). of which ATCO Ltd. owns 100% of the Class A non-voting and Class B
common shares.- Canadian Utilities has published its unaudited consolidated financial statements and its MD&A for
the nine months ended September 30, 2606. Copies of these documents may be obtained upon request from the |
Corporate Secretary of Canadian Utilities at 1400 ATCO Centre, 509- 11™ Avenue $.W., Calgary, Alberta T2R IN6
(telephone (403) 292-7500 or fax (403) 292-7623).

TABLE OF CONTENTS

. + J ' T e i ; i . L -
Forward—l ooking Information....... B SOOIV OO e, e e
Business of the COTPORALION........c.c.eteveveer Lot evieramensissenes eenssegorsriinsnsnns L FOUIE I
Strategic Alternatives for Midstream’Assers ... i i
Sale of PrOperty ..o
TXU Europé Settlemznt ... ! O
H.R. Milner Income Tax Rcassessmenl
Recent Changes in INcOME TAXES AN RALES .........co.coiuuiimimieriiiiiie e e eens et
Selected Quarterly Information ............. SOV SOTROROTORTOO: e rege s et O P
Results 0f OPerations.............lv.ee.veors s perenccrene JE R PO UTUTUTOO TP PP ettt

Consolidated Operations...............cccoeivennen. O S et s
Segmented INFOTMAtON. .........co...cccerrrrrerericeson SO SRR JEO OO
UBILIEEES . ..ot e e e ee ettt ban s es b eses st besseeen st oas s ns et e e e et st ne e e, s
. Power Generation L : :
Global Enterprises. .
* Industrials.............. L
“« Corporate and Other...
Regulatcry Matters............ o et ; feeiain
ATCO EIeCtriC i ovvv e e, SIS e v Crarrr e reeeeerereienad e .
ATCO GAS ..ottt et et bbb s s srar s ab e eb e ettt sttt en e e
ATCO PIDEHIIES . .....o vt eeieresesieseeesetee e ettt d a4 abab 11818145 3 1 454525228 S e h et s
Liquidity and Capital ReSOUICES. ... e SO s
OUtSIANAING SHALE DALA.......oirerveiriiirre e erescreeres s, s et e
Business Risks........ LT et bttt en st e et
REGUIAIEA OPCIALIONS. ... ..ot sie s bar e b e
NOT-Regulated OPEIAtIONS...........coooouieiietirerrirranne e oese oo se st ra e en e s s st e s s s sras a2 e em et FOURUR
Critical Accounting ESHINAIES ..............c..cvreemrersrereremseeeeseiereecsenriaeeecieeasssssesanans S e et




o

FORWARD-LOOKING [NFORMATION

e
Certain statements contained in this MD&A constitute forward Iookmg statements. Forward -looking slalements are
often, but not always, identified by the use of words such as “anticipate™; :“plan”, “estimate”, “expect” “may”,
“will”, “intend”, “ShOl]l]d” and similar expressions. ’I'hese statements involve known and unknc‘)wn risks,
uncertainties and other faclors that may cause actual results or events to differ malerially from those annc1pated in
such forward-looking stalemenls The Corporation believes that the expectations reflected in the forward looking
statements arc reasonable but no assurance can be given that these expectations will prove to be correct and such
forward-looking statements should not be unduly relied upon.

In particular, this MD&A contains forward-looking statements perlammg to contractual obligations, potential sale of
assets, the impact of changes in government regulation, non—negulated generating capacity subject tollong term
contracts and Indusmals segment market developments. The Corporation’s actual results could differ, materially
from-those anticipated i 1n these forward-looking statements as a result of regulatory decisions, competmve factors in
the industries in which the Corporation operates, prevailing economrc conditions, and other factors, marry of which
are beyond the control of the Corporation. :

BUSINESS OF THE CORPORATION :
The Corporation’s ﬁnanr:lal slalemems are consolldatcd from three Business Groups: Ulilities, Power Generauon
and Global Enterpnses For the purposes of financial dlsclosure industrial transactions (ATCO: Stmctures and
ATCO Noise Management) are accounted for as Industrials and corporate transactions (including commerc:al real
estate transactions) arc avcounled for as Corporate and Other (refer to Note 8 1o the unaudited interim consohdaled
financial statements for the nine months ended Septeinber 30, 2006). Transactions between Business Groups are
eliminated in ali repomng of the Corporatlon s consolidated financial information. .
In 2006, ASHCOR Technologrcs was transferred from the Global Entnmnses Busmess Group to |the Power
Generation Business Group 2005 segmented figures have been reclassified to conform to the current basis of
segmentation. On August 1, 2006, the Corporauon sold its 50% equily interest in Genics Inc., which was part of the
Global Enterprises Busrrness Group.

o

STRATEGIC ALTERNATIVES FOR 'VIIDSTREAM ASS;.T“

The Cerporation has detemuned 10 undertake an e\arrunatnon of stra{eglc altematlves avallable for r*s gas gathenng
and processing and natural gas liquids midstrzam business {* Mrdft:f‘am Assets”), with the objectives. of| facilitating
future growth opponumues and enhancing shareholder value. The Board of Directers and management of the
Corporation intend to 1dcnufy, examine and consider the alternatives available 1o the Corporation for its Midstream
Assets, which include, but are not limited to, a reorganization into a business trust or newly created company, a sale
to a third party or the] continued operation under the current corporate structure. The Corporation has retained
accounting, legal, fmancnal and tax advisers to assist it in identifying and assessing alternatives. The Board of
Directors of the Corporanon has not made a decision on any particular alternative and there can be no assurance that
the Board of Directors will determine to pursue any pamoular transaction.

_ l
!
|

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta (“Sale of Property™).
Net proceeds, after costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This
sale increased earnings for the nine months ended September 30, 2006 by $11.7 million.

SALE OF PROPERTY
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TXU EUROPE SETTLEMENT - Lo

On November 19, 2002, an administration order was issued by an Engllsh Court against TXU Europe Energ}
Trading Lmnted!(“TXU Europe™) for breach of its contract to purchase 27.5% of the power produced by the 1,000
megawatt Barking generating -plant, in which the Comporation owns a 25.5% equity interest. In 2005, the -
Corporation rec‘,lved $83.1 million as its share of the partial setilement of the claim for damages related to TXU.
Europe’s breachiof this contract. An additional payment of $16.6 million was received on January 19, 2006 and a
final mslallmem{of approximately $1.6 million was received on Tuly 20, 2006. The settlement is expected to
generate carnings after income taxes and non-controlling interests of approxlmatel) $35 million, based on foreign
currency e\change rates in effect on March 30, 2005, which will be recognized over the remaining term of the TXU
Europe contract from October 1, 2004, to Scptember 30, 2010, at approximately $5.5 million per year. These
earnings will bé dependent upon the foreign currency exchange rates in effect at the time the earnings arc
recognized. For a description of the settiement, refer to Note 4 to the unaudited interim consolidated financial
statements for the nine months ended Septenber 30, 2006.

o

H.R. MILNER INCOME TAX REASSESSMENT

In the third quarier of 2006, the Canada Revenue Agency (“CRA”) issued a reassessment for Alberta Power
(200075 2001 taxation vear. The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner
generating plant to the Alberta Balancing -Pool as income rather than as a sale of an asset. The Corporation has
made submissions 1o the CRA opposing the. CRA’s position.” The impact of the reassessment is a $12.4 million
increase in interest and.income tax expense, a $6.4- million decrease in eamings aficr non-controlling interests and a
$28.8 million payment in July 2006 associated with the-tax and interest assessed. It is expected that $16.4 million of
this cash payment will be recovered by reducing-income taxes payable through higher capital cost allowance claims,
of which $3.6 million is expected to be recovered in the current year and $12.8 million will be recovered in future
years, Due to the uncertainty as to whether the redssessment-will-ultimately be resolved in the Ceiporation’s favour,
the Corporation reduced earnings by $6.4 million in 2006, of which $4.2 million was recorded in the second quarter.

RECENT CHANGES IN INCOME TAXES AND RATES

Federal and provincial governments have recently ‘annovnced.a number.of changes to income faxes and rates. As
these changes are considered to have been substantively cnacted, the Corporation has made an adjustment to income
faxes arnountmg to $14.9 million in the second quarter of2006, most of which relates to future income taxes. The
adjustient increased '2006: eamings by $9.3:millionafter .10n-comrollmg interests,.of which $1.0 million relates to
the Utilities*Business Group,”$5.0 million to tli¢ Power Generation Business Group, $1.2, million to the Global
Enterpnses Busmess Group, $2 4 million to the Induslnals segment and $(O 3) rrulhon to Corporate and Other.
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SELECTED QUARTERLY INFORMATION

For the Three Months Ended

($ Millions except per share data) Mar.31 Jun.30  Sep.30 | Dec. 31
‘ {unaudited)

2006 (1) (2) . ‘
REVETIIES (3] vt e e s s 7327 6554 6634 | ..
Earnings attributable to Class I and Class Il shares (4) .......... S 63.0 436 444 | o
Earnings per Class I and Class II share (4) ..., e 1.05 0.73 0.75 | .o
Diluted earnings per Class I and Class O share (4)................ e 104 - 90.72 0.74

2005 (1) (2) | ~ , o
Revenues (3) ... 8146 630.5 626.0 788.5
Earnings atmbutable to Class l and Class II sharcs 42,6 - 281 26.1 52.2

- Earnings per Class T and Class 11 share.............cccoo e 0.71 0.47 0.44 0.87
Diluted earnings per Class [ and Class IT share .................l....... 0.70 047 0.43 0.86

2004 (1) (2) | ‘ | |
BIEVEIIUES .. ....oviivieiviiirits e e e s bbb sn e se ot e se s savenerinenines eeeresisieines fesseessenniees 716.3
Eamnings attributable to Class  and Class Il shares..............c... i U PO 41.7
Earnings per Class I and Class 11 ShAre. ...........coocooivevecnvimovciiccinins evoreceecnnne s 0.70
Diluted eamings per Class 1 and Class II share ..................... ET ST s 0.70

Notes: .ot K
(1) There were no discontinued aperations or extraordinary. items durmg rhese perrods

(2) Due to the seasonal nature of the Corporation’s operations, revenues and eammgs Jor-any quarter are not

necessarily indicative of operations on an annual basis. |
(3) Reduced recoveries of natural gas costs in revenues as ATCO Gas ceased selling natural gas from

its natural

gas storage facilities on March 31, 2005, in accordance wrth Alberta Energy and Utilities Board dlrectwes .
(4) Includes earnings of $11.7 million (50.20 per sharvl ﬁ’om the Sale of Property for the three months ended

March 31, 2006 (refer to Sale of Property section). .. '« .7, .

(5) The above data has been extracted from the fi nancml statements whrch have been prepared in acco;l-dance with
Canadian generally accepted accounting principles and the repnr:mg currency is. the Canadmn dollar.

S,
Lt LI

RESULTS OF OPERATIONS -

a5 [ * v
]

The pnncxpa.l factors that have caused variations in revenues, and earnings over the eight most recenlh

completed

quarlers necessary (0 understand general trends that have developcd and the seasonahty of the busmesses disclosed

in the 2005 MD&A remain substantially unchanged, ¢xcept for the Sale of Property, the H R. Milner I
Reassessment, and Recent Changes in lncome Taxes and Ra'es .

)

ncomé Tax
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Consolidated Operations N, e

Revenues, earmngs attributable to Class [ and Class IT shares, and eammgs and diluted earmngs per share were as
follows: :

For the Three Fo'r the Nine

Months Ended Months Ended
N , . . September 30 September 30
($ Millions, except per share data) ~ .. C L 2006 - 2005 2006 2005
e 4 . ) " (unaudited)
Revenues (1) (21(3) oo oeeeereee s s v 663.4 626.0 2,051.5 2,071.1
Earnings attributable to Class I and Class II shares (2) (3) (4) .......... 44.4 26.1 151.0 96.8
Eamings per Class I share and Class II share (2) (3) (4) .....ccovevnenee. 0.75 .. 044 . 253 1.62
Diluted earnings per Class I share and Class II share (2) (3) (4)....... 0.74 0.43 2.50 1.60

Notes:

(1) Reduced recoveries of natural gas costs in revenues in 2006 and 2003 as ATCO Gas ceased selling natural gas
Jrom its natural gas storage facrlzt:es on March 31, 2005, in accordance with Alberta Energy and Ulilities

- Board directives.

{2} There were no discommuea' opemnons or extraordinary items during these periods.

(3) Due to the seasonal nature of the Corporation’s operaiions, revenues and earnings ﬁ)r any quarter are not
necessarily indicative of operations on an annual basis.

(4) Includes earnings of $11.7 million (80.20 per share) from the Sale of Property for the nine momhs ended
September 30, 2006 (refer ro Sale of Property section).

(5) The above data has been extracted from the financial statements which have been prepared in accordance with
Cadnadian generaﬂv accepted accounting principles anJ the i eporrmg currem.y is the Canadran dollar.

Revenues for the three months endﬂd Scplembu JO 2006 mcre.ascd by $37 4 nulhon to $66" 4 nulhon, pnmanl}
due to: N i YT _
‘e 'increased business activity in ATCO Su‘ucmrys and ATCO Noise Managemenl
. lugher revenues in ATCO_ Power s ancl ATCO Resounces JAlberla genelalmg plams due to hlgher —\Ibena
"Power Pool pmes and " .-
+ increased business’ amwt) in' ATCO Frofitec.”

This increase was partially offset by:
e warmer temperatures in ATCO Gas.

Re\ enues for the mne rnonths ended Seplember 30 2000 uccreaaed by $19. 6 million to $2 051 5 nulhon, pnmanl)
dueto:
¢ reduced recoverics of natural gas costs in reverues in 2006 as’ATCO Gas ceaséd sellmg natural gas from
its natural gas storage facilities on March 31, 2005, in accordance with Alberta Energy and Utilities Board
(“AEUB™) directives;
o impact of lower United Kingdom (“UK.”) and Australia exchange rates on conversion of revenues to
Canadian dollars in ATCO Power,
lower business activity in ATCO Frontec;
warmer temperatures in ATCO Gas; and
lower income taxes recovered from ATCO Electric’s customers on a flow through basis, reflecting lower
income tax rates in 2006,

This decrease was partially offset by:
s increased business activity in ATCO Structures and ATCO Noise Management;
e customer rate increases for ATCO Electric and ATCO Gas (refer to Regulatory Matters - ATCO Electric
and ATCO Gas sections). The impact of the ATCO Electric GTA Decision and the ATCO Gas GRA



Decision on the first nine months of 2006 was posmve as ATCO Electric and ATCO Ga< had lower
customer rates during the first nine months of 2005; t :

s higher storage revenues due to higher capacrtv leased, and the timing and demand of storage capacrty sold
by ATCO Midstream, i

e higher revenues in ATCO Power’s and ATCO Resources Alberta generating plants due tc higher Alberta
Power Pool prices; and _

o improved merchant performance in ATCO Power’s U K. operatrons

Earnings attributable to Class I and Class 1l shares for the three months ended September 30, 2006, increased
by $18.3 million ($0.31 per share) to $44.4 million ($0.75 per ‘share), primarily due to:
o -increased business activity in ATCO Structures.and ATCO Noise Management;
¢ higher camings in ATCO Power’s and ATCO Resources’ Alberta generating plants duc to higher spark
spreads realized on sales of electricity in the Alberta market; and
e  higher margins received for natural gas liquids and lugher storage carnings due to the timing and demand of
storage capacity sold by ATCO Midstream.
This increase was partially offset by: _ I .
e H.R. Milner Income Tax Reassessment {refer to H. R Milner Income Tax Reassessment section), and
+ warmer temperatures in ATCO Gas, i .

Earnings attributable to Class I and Class 1I shares for the nine months ended September 30, 2006 including
the $11.7 million after tax gain on the Sale of Property, increased by $54.2 million ($0.91 per share) to $151.0
million ($2 53 per share) . 3
Eamings attributable to Class I and Class 11 shares for the ning months ended Septernber 30, 7006 ‘excluding
the $11.7 million after tax gain on the Sale of Property, mcreascd by $42.5 million ($0.71 per share) to $139.3
million ($2.33 per share), primarily due to: - ‘
¢ increased business activity in ATCO Structures and ATCO Nmse Management;
:~ o higher margins received for natural gas liquids, higher storage earnings due to higher capacity leased and
the timing and demand of storage capacity sold by ATCO Midstream;
s higher camings in ATCO Power’s and ATCO Resources Alberta generating plants ‘dne to ]ugher spark
spreads realized on sales of electricity in the Alberta market; - Vo
¢ $9.3 million adjustment to reflect recent tax changes (refer to Recent Changes in Income Ta\es and Rates
section); and Co . .
s decreased share appreciation rights c.\putse duc to cltanges in Canadran Utllmcs erruted Class A share and
. ATCO Lud. Class | Non—Votmg share prtces since December 31, 2005
il T . L
Thrs increase was partrally offset by: ! S o
¢ H.R. Milner Income Tax Reassessment (refer to H. R Milner Income Tax Reassessment sectton‘
o warmer temperatures in ATCO Gas; and :
e AEUB decision adjusting the 2001 and 2002 revenue nequu"emems for changes in future income taxes
recorded i in A’I‘CO Electric (refer to Regulatory Matters ATCO Electric section), ‘

Operating expenses (consisting of natural gas supply, purchased power, operatlon and mamtenance selling and
administrative and franchise fee’ cosrs) for the three months ended Septemoer 30, 2006 were substanttallv
unchanged. :

Operating expenses for the nine months ended September 30, 2006 decreased by $ll6 5 mrlhon to $1,2314
million, primarily due to:
e reduced natural gas supply costs in 2006 as ATCO Gas ceased selling natural gas from its| natural gas
storage facilities on March 31, 2005, in accordance wrth AEUB directives; and -

e lower costs for natural gas liquids extraction in ATCO Midstream.
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This decrease was parua]ly off set by
» increased business activity in ATCO Noise Managemem and ATCO Slmctures

._-(‘%. Lo “\ﬂ,-

ot SEh

Depreciation and amortization expenses for the three and nine months ended -September 30, 2006, increased by
$3.6 million to $80.2 million, and by $27.8 mlllnon to $272.8 million, respeclrvely, primarily due to:
s capital additions in 2006 and 2005. - ’

Interest expense for the three months ended Seplember JO 2005, increased by $3 2 mllhon to $57.7 million,

primarily due to:
 interest on new ﬁnancmgs 1ssued in 2005 and 2006 to fund capna] e\pendltures in Utilities operations.

This increase was pama]l), offset b), -
o repaymen of non-recourse financings in 2006 and 2005. -

Interest expense for the nine months ended September 30, 2006, increased by $9.2 million to $178.2 million,
primarily due to:

o - H.R. Milner Income Tax Reassessmeni (refer to H:R. Milner Income Tax Reassessment section); and

s interest on new financings issued in 2005 and 2006 to fund capital expenditures in Utilities operations.

This increase was partially offset by: :
e repayment of non-recourse financings in 2006 and 200‘5

Interest and other income for the three and nine months ended September 30, 2006; increased by $9.5 nulhon o
$18.8 million, and by $14.6 mitlion to $44.:4 million, respectively, primarily due to: g
e Calgary Stores Block Decision (refer 1o Regulatory Matters - ATCO Gas secucm) and

e * higher short term interest rates on larger cash balanees

Incomae taxes for the three months ended oeplember 30 2006 .mcreased by $129 nulllon to $504 million,

primarily due to: ; L TR
‘e higher earnings; and - TN T SO . )
. H R Mllner Income Tax Reassessment (refen lo H R Mdner 'ncome Tax Reasses;meni secuo"r)

3 Crewl e el

Income taxes for the nine momhs ended September 30 2006 meludmg the $2.6 rmlllon in income taxes nesultmg
from the Sale of Property ‘increased. by $12 0 mllhon ro $135 5 lTlllllOn N

AT E ' 2
. ..\r i '

Ineome taxes for the nine months ended Seplember 30 2006 excludmg the $2. 6 nnlllon in income taxes resuftmg
from the Sale of Property, mcreased b) $9.4 million to $132 9 mrllron, prlmanlv due to: . o

1.

. lugher earnings; and It A
. H R Milner Income Tax Reassessmenl (refer to H.R. Mrlner [nf‘ome 'I‘ax Rea..sessmem secuan)

i . .
e FE

This increase was parual]y offsetby; . . " B K
. ad_]ustment to reﬂecl recent ax changes (refer to Recent Changes in Income Taxes and Rates secuon)

The interésts of non-controllmg share owners for the three and nine montl's ended September 30, 2006, increased
by $9.5 million to $41.0 million, and by $22.6 million to $134.8 million, respectively, primarily due to:
 _ higher earnings in Canadian Ultilities.

.
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Segmented Information g ¢

Segmented revenues for the three and nine months ended Scpiember 30, 2006, were as follows: S P _ |

. }
‘ , N -
l

: ' : ' . For the Three For the Nine ;
| : : 5 . Months Ended Months Ended :
September 30 Septemher 30
($ Millions) _ 3 2006 2005 2006 | 2005
. : : * (unaudited)
UHHEES (1).enviriiieie v eeecnee i s eesaa s sseen e ! ....... 2211 2218 796.1 890.4
Power GENEration (2).......oovvvereeeecoeesenceeesiesrasni s eeesreresse e b 218.1 204.5 610.5 595.9
Global ENEIPIiSES (2).......ccivivovmrcieirirrcnar it ssssssssnsnsesnnas S 166.0 158.0 493.3 4791
TIAUSLTIALS ..o eresr s ssenencsss s - 95.9 765 2516 201.8
Cormporate and OhEr ..........coocriiiine e e 4.8 - .42 132 | 125
[ntersegment eliMiNAHONS...........oovroroeeereoeeieesesssse s s (425 . (390)  (119.2) ! (108.6) :
BT TRy O oYU SOSTOV 11 X, 626.0 2,051.8 [ 2,071.1 i '
Notes: i

(1) Reduced recoveries.of natural gas costs in revenues in 2006 as ATC‘ O Gas ceased selling natural gas from its
natural gas storage facilities on March 31, 2005, in accordance with AEURB directives. -

(2} In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to Ihe Power ;
Generation Business Group. 2005 segmented figures hm’e been reclass:f ed to conform to the currem basis of
segmentation. , Coe e l

Segmcnted earnings attributable to Class I and Class II sharcs for the three and nine months ended September
30, 2006, were as follows:

T ' FortheThree”  Forthe Nine-
e _ ' . .r' .. Months Ended MonthsEnded
C S - % """ Geptember30 - °  September 30
. ($ Millions) ST ot 2006 2005 © 2006 | 2005 -
) . o . T ‘“(ur:lau:drtecﬂ, - -
UHHES oo e 10069 403 380 i
Power Generation (1)........coo.vevermrmeecmeeierecmremsenins 1900 124 491 |° 358
Global ERLEEPLISES (1)......oovvveiriversreneeseere oo sesesesssasesesesesereecdancens 11.6 . 83 38.3 26.5
INAUSHEANS ...coo.o oot e e L 810 s T 199 | 124 ‘ :
Corporate and OET (2)..........coeoererereresesesssssnerersesmeosseseseneserenses : ...... (4.6) 66) - 58 - (15.8)
Intersegment eliminations........cccocooereiiiiieiiiii s feeee 0.1 - 2.4 (0.1)
Totalo e vt renerrrespanas L. 444 26,1 - - 1510 96.8
:
Notes: : a

(1) In 2006, ASHCOR Technologzes was transferred Jrom the Global Enterprises Business Group 1o lhe Power
Generation Business Group 2005 Segmented f gures have been reclassified to conform to the current basis of
segmentation.

(2) Includes earnings of $11.7 million ($0.20 per share) ﬁ'om the bm'e of Property for rhe nine monrhs ended
September 30, 2006 (refer to Sale of Property section).

v i
i :

Utilities ;

Revenues from the Utilities Business Group for the three months ended September 30, 2006, decreased by $0.7 '
million to $221.1 million, primarily aue to: ! .
« warmer temperatures in ATCO Gas; ! :
« lower franchise fees collected by ATCO Gas on behalf of cities and municipalities; and

0 ATCO J




’ » lower income taxes recovered from ATCO Electnc 5 customers on a flow through basis, neflectmg lower
income tax rates in 2006. . :
,l
This decrease was parually offsctby: ’ S = . ‘
. cuslomer rate increases for ATCO Electric (refer to Regulatow Matters - ATCO Electric secuon) The
' impact of the ATCO Eléctric GTA Decision on the third quarter of 2006 was positive as ATCO Electric
had lower customer rates during the third quarter of 2005, and
. Cuslomer growth in ATCO Gas. e .
Temperatures in, ATCO Gas for the three months ended September 30, 2006, were 3.8% warmer than normal
compared to 27. 3% colder than normal for the correspondmg period in 20035,

Revenues for the mne months ended September 30 ’006 decreased by $94.3 nulhon to $796.1 nulllon, pnmanly
due to:

e -reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from
its natural gas storage facilities on Manch 31, 2005, in accordance with AEUB directives;

e - warmer temperatures in ATCO Gas,
: lower income taxes recovered from ATCO Electric’s customers on a flow through basis, reflecting lower

' income tax rates in 2006, and
e AEUB decision adjusting the 2001 and 2002 revenue requirements for changes in future income taxes

recorded in ATCO Eleclnc in 2005 (refer lo Regulalon' Matters ATCO Electric secuon)

\ This decrease was pamally offsel by: : ’ ) ‘
| e customer rate increases for ATCO Electric and'ATCO Gas (refer to Regulatory Maners ATCO Electric
and ATCO Gas sections). The impact of the ATCO Electric GTA Decision and the ATCO Gas GRA
. Decision on the first nine months of 2006 was posmve as ATCO Electric and ATCO Gas had lower
customer rates during the first{ nine months of 2005;
e customer growth in ATCO Gas; and
»  higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

Temperatures in ATCO Gas for the mne months ended September 30, 2006, were 12.4% warmer than normal,
compared to 3 8% warmer Lhan nom1a1 for the conespondmg period in2005. - - - .

i Earnings for the lhree months ended September 30, 2006, increased by $3.2 million to $10.1 million, pnmanly due
to: .
; -,' - Ca]gar) Stores Bleck Decision (reter to Regulatory Matters - ATCO Gas secuon)

Tlus increase was partially of*’se( by: . '.
¢ _ warmer temperatures in ATCO C s,

|
|
| Eammgs for the nine momhs ended Seulember 30, 2006 mcreased by $2 3 lmlllon to $40.3 mllhou, primarily due
1 to:
e higher customer rates for ATCO Gas and ATCO Electric in lhe first nine momhs of 2006, Wlule the
"« ATCO Electric GTA Decision (refer 1o Regulatory Matters - ATCO Electric section) was expected to
' decrease 2006 earnings, the impact of the ATCO Electric ‘GTA Decision on the first nine months of 2006
. - was positive as ATCO Electric had lower customer rates during the first nine months of 2005
s customer growth in ATCO Gas; and
Calgary Stores Block Decision (refer to Regulatory Matters ATCO Gas seclron)

This increase was partially offsct by:
e  warmer temperatures in ATCO Gas; and
“e AFEUB decision adjusting the 2001 and, 2002 revenue requirements for changes in future income taxes
recorded in ATCO Electric (refer to Regulatory Matters - ATCO Electric section).
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Power Generation : P S IR

Revenues from the Power Generation Business Group for the three months ended September 30, 2006, increased

by $13.6 million to $218.1 million; primarily due to: - 5’

e higher revenues in ATCO Power’s and ATCO Resources’ Alberta genemtmg plants due to higher Albena
Power Pool prices; . "

improved merchant performance in ATCO Power’s U K. operations; and

- higher natural gas fuel purchases recovered on-a no margin” basis at ATCO Power’s Barking generatmg

plant. l

This increase was partially offset by: : T
o impact of lower UK. and Australia exchange rates on conversion of revenues to Canadian dollars;
o lower Power Purchase Armangement (“PPA”) tariffs due 1o declining rate bases at Alberta Power (2000)’s
Battle River and Sheemness generating plants and a decline in the return on common equity rate. (2006 ~
8.75%, 2005 — 9.49%) that is based on long term Govemment of Canada bond yields plus 4.5%,; |land
+ lower PPA tariffs due to the expiry in December 20{)5 of the PPA for Alberta Power (2000)]s Rainbow
generating plant. - "

Revenues for the nine months ended September 30, 2006 mcreased by 314 6 million to $610.5 million, primarily
due to: oo |
e higher revenues in ATCO Power’s and ATCO Resources Alberta generatmg plams due to higher Alberta
Power Pool prices; ! .
e improved merchant performance in ATCO Fower’ s U K. opemllons and .
higher natural gas fuel purchases recovered on a-“no margm” basis at ATCO Pou er’'s Barkmg generatmg
plant, .

. ' . e L
This increase was partially offset b) ¢ ' :
. » impact of lower UK. and Australia e\change rates on conversmn of revenues (o Canadtan dollars in ATCO

' Power, ' o
e lower PPA" tariffs due"to declining rate bases at Alberta Power (2000) 5 Baltle River and- Sheerness
generating plants and a decline in the return on common equity ‘rate (2006 — 8. 75% 2005 - 9. 49%) that is
* based on long term Government of Canada bond ytelds plus 4.5%; and ~-- -
¢ lower PPA tanffs due to the expiry in December 2005 of the PPA for Alberta Power (2000)js Rainbow

generatmg plant o ] . o |

EX}

P
[ -
| ]

Eammgs for the three months ended Scptember 30; 2006 mcreased by $6. 7 rmlhon 10 $l9 1 rmllton pnmanly due
to:
« higher eamnings in ATCO Power’s and ATCO Resources Alberta generatmg plants due to htgher spark
spreads realized on sales of electricity in the Albenia market; and -
e improved merchant performance and higher avatlablllly (duc to planned outages in 2005) in ATCO
Power’s U.K. operations. |

! £

This i increase was partially offset by
¢ H.R. Milner Income Tax Reassessment (refer to H. R Mtlner Income Tax Reassessmem section).

Alberta Power Pool electricity prices for the three months ended September 30, 2006, averaged $95.31 per megawatt
hour, compared to average prices of $66.91 per megawatt hour for the cornespondmg period in 2005. Natural gas
prices for the three months ended September 30, 2006, averaged $5.33 per gigajoule, compared to average prices of
$8.81 per gigajoule for the corresponding period in 2005. The consequence of these electricity and nalural gas
prices was an average spark spread of $55.37 per megawatt hour for the three months ended September 30, 2006,

compared to $0.85 per megawatt hour for the correspondmg pe{:nod in 2005, Cd :
Spark spread is related to the difference between Alberta Power Pool electricity prices and the margmal cost of
producing electricity from natural gas. These spark spreads are based on an approximate industry heat rate of 7.5
gigajoules per megawatt hour. ,
|
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Changes in spark spread affect the results of. approximately 476 megawatts of plant capacity owned in Alberta by
ATCO Power, ATCO Resources and Alberta Power (2000) ‘outt of a total worldwide owned capacity of
appro\rmately 2,695 megau atts.

On May 8§, 2006 EPCOR Utilities Inc. announced the sale of its interest in the PPA for Alberta Power (2000)’s
Battle River generating plant to ENMAX Corporation. The sale is not expected to have a material impact on the
Corporation’s operations or earnings.

Earnings for the nine months ended September 30, 2006, increased by $13.2 million to $49.1 million, primarily
due to:
s higher eamings in ATCO Power’s and ATCO Resources’ Alberta gencrating plants due to hrgher spark
spreads realized on sales of electricity in the Alberta market;
e $5.0 million adjustment to reflect recent tax changes for ATCO Power and ATCO Resomces (refer to
Recent Changes in Income Taxes and Rates section); and
¢ improved merchant performance in ATCO Powet’s U.K. operations.

This increase was pamal]y offse' oy:.
e H.R. Milner Income Tax Reassessmem (refer to H R. Mllner Income Tax Reassessment section); and
s lower PPA tariffs due to declining rate bases at Alberta Power (2000)’s Battle River and Sheerness
generating plants and a decline in the retum.on commeon equity rate (2006 - 8.75%, 2005 — 9.49%) that is
based on long term Government of Canada bond } ields plus 4. 3%

Alberta Power Pool electncuy prices for the nine months ended September 30, 2006, averaged $68.59 per megawall
hour, compared .10 average prices of $54.79 per megawatt hour for the corresponding period in 2005, Natural gas
prices for the nine months ended Septerber 30, 2006, averaged $6.05 per gigajoule, compared to average prices of
$7.44 per gigajoule for the corresponding period in 2005. The consequence of these electricity and ratural gas
prices was an average spark spread of $23.24 per megawatt hour for the nine months ended September 30, 2006,
compared to (31.01) per megawatt hour for the corresponding pertod in 2005. . o

Durmg the three months ended September 30, 2006 Albena Po“er (2000) s deferred marlablltt) mcenttv
accourt increased by $12.2 million to $80.6 million. The increase was due to additional avatlabthty incentives
received for 1mproved plant availability. During the three months ended September 30, 2006, the amortization of
deferred availability incentives, recorded in revenues tnereased by $0.4 million to $2. 6 million as compared to the
same period in 2005, . ;. .- 0y T, )

During the nine months ended September 30, 2006, Alberta Power (2000)’s deferred availability incentive account
increased by $20.8 million to $80.6 million. The increase was due to additional availability incentives received for
improved plant availability due to the timing of planncd outages in 2006. During the nine months ended September
30, 2006, the amortization of defetred avarlabrhty incentives, recorded in revenues, increased by $1 7 million 10 $7.9
million as compared to the same period in 2005. . .

Global Enterpnses

’

Revenues from the Global Enterprises Business Group for the three months ended September 30 2006, mcreased
by $8.0 million'to $166.0 million, primarily due to:
e increased business activity in ATCOQ Frontec; and
* increased sales of natural gas to affiliates by ATCO Midsueam

et g kS

Revenues for the nine months e'tded September 30, 2006 mcreased by $14. 2 rmlllon to '$493.3 million, pnman]y
due to:

+ higher storage revenues due t higher capacity leased, and the timing and,demand of storage capacrty sold

by ATCO Midstream; and . )

s increased sales of natural gas to affiliates by ATCO Mrdslneam

1
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This increasc was partially offset by - oo ‘ : - S
» lower business activity in ATCO Frontec. - ’

Earnings for the three months ended September 30, 2006, incireased by $3.3 million to-$11.6 million, primarily due
to:
¢ higher margins received for natural gas liquids and higher storage earnings due to the timing and demand of
storage capacity sold by ATCO Midstream,
- . '
Eamnings for the nine months ended September 30 2006, mcreased by $11.8 rmlllon o $38.3 HlllllOI‘l, primarily
due to:
s higher margins received for natural gas liquids, higher storage carnings due to higher capacity leased, and
the timing and demand of storage capacity sold by ATCO Midstream. .

i

I_ndustrials ‘

[

Revenues from the Industrials segment for the three and nine months ended September 30, 2006, increased by
$19.4 million to $95.9 million, and by $55.8 million to $257.6 million, respectively, primarily due to:
e increased business activity in ATCO Structures’ operations in Canada and the United States and increased
business activity in space rentals operations in Australia, and
e increased business activity in ATCO Noise Management.
This increase was partially offset by: ! ' Lo . : : S
e lower business activity in ATCO, Structures’ manufactunng opemuons in Europe, Australia| and South
- America. . St L

Earnings for the three months ended Seplen‘ber 30, 2006, mcreased by $3.0 million to $8 1 n‘u]hon pnman]y due
to: I .

e increased business activity in ATCO Structures’ operatlons in Canada and the United States

- losses incurred in ATCO Structures® operations ir. Europe in 2005 and - - ... ! S IR X

+ e increased busmess acuvn) in ATCO Noise Managemem W Ty
] 1 A LRI S .

Eamnings for the nine monlhs ended Septernber 30, 2006, mcre.ascd by $7 5 nulhon to $19 9 mllllon, pn marily due
to:

' %

increased business activity in ATCO Structures’ opemllons in Canada and Ihe Umled States
$2.4 million adjustment to reflect recent tax changes for ATCO Slructmes (n.fer to Recent Changes in
Income Taxes and Rates section): dnd =~ * - Fryie !
e increased business activity in ATCO Nonse Managemem ’ T e

t

On July 5, 2006, ATCO Structures announced it had received a contract from Alblan Sands Energy Inc. for the first
phase of a project to manufacture, supply and install the alllinclusive Albian Village accommodahons for trades
people and management personne! at Shell Canada Limited’s ‘Athabasca Oil Sands Project Upstream E\pansmn #1
north of Fort McMurray, Alberta. Accommodating 800 people in the first phase, and capable of e\pansxon to 2,500
people, Albian Village features a 115,000 square foot cors building containing a gymnasium, ranning lrauk workout
facility, lounge, lecture hall, dining arca, and plus-15 elevated corridors, ATCO Structures’ comract includes
turnkey services such as delivery and installation, distribution of site services (electrical, water, gas, and sewer),
supply of external recreational facilities, parking, lighting and fencing. Manufacturing of the modules requlred for
phase one of Albian Village has begun in ATCO Structures’ Calgary facility. The units will then be tmnsported to
site by truck and installed by ATCO Structures and subcontractors, with completion scheduled for first quarter of
2007. ' .

!
On August 10, 2006, ATCO Stmc,tures announced it had been awarded Phase Two of a major contract by Albian
Sands Energy Inc. to manufacture, supply and install high! quality workforce housing for an addmonal 1,660
tradespeople -and management persorinel at Shell Canada jLimited’s Athabasca Oil Sands Pro_lect Upstream
Expansion #1 north of Fort McMurray, Alberta. Manufacturing of the modules required for Phase Two w1ll begin in
ATCO Structures’ Calgary facility in the fall of 2006, with the units scheduled to be installed by ATCO Structures

i
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and subcontractors in the third quaner of 2007 ATCO Structuxes w1ll also complete all underground site services
and supply external recreational facilitics mcludmg an indoor-ice hockey nnk and baseball ficld. Parking for more

than 800 vehicles, llghtmg and fencing will also be provided.

' ”i ‘Corporate and Other

Earnmgs for the three months ended September 30, 2606, mcrcased by $2.0 million to ($4.6) million, primarily
due to:
e decreased share appreciation rights expense due to changes in Canad1an Utilities lelted Class A non-
voting Share and ATCO Ltd. Class [ Non- Votmg share prices since June 30, 2006.

Earnings for the nine months ended September 30, 2006 mcludmg the $11.7 million after tax gain on the Sale of
Property, increased by $21.6 million to $5.8 million. . ,

Earnings for the nine months ended September 30, 2006 excluding the $11.7 million after tax gain on the Sale of
Property, increased by $9.9 miltion to ($5.9) million, primarily due to:
¢ decreased share appreciation rights expense due to changes in Canadian Uulmes Limited Class A non-
voting share and ATCO Ltd. Class | Non-Voting share prices since December 31, 2005.

REGULATORY MATTERS

Regulated operations are conducted by wholly ow ned subsidiaries of Canadtan Utilities" wholly owned subsidiary,

CUInc.: . ‘o o
s  ATCO Electnc and llS subsndlanes Northland Utllmes (NWT) Northland Utllmes (Y ellowkmfe) and
Yukon Electrical;
‘e * the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and Ptpelmes Lid;and .
» the Battle Rwer and Sheerness generatmg plants of Alberta Power (2000)

Regulated opelanons in Alberta (e\cept for the gener?'mg plan's of - Alberta Po wer {?OOO)) are subject to a generic
“cost of capital regime: L
e in July 2004, the AEUB issued the genenc cost of capltal decision w luch estabhshed among other thmgs
“ | o a standardized approach for.each ntility company regulatzd by the AEUB for determining the rate of
return on COMINON equity;
= -mate of return adjusted annually. by 75%;0f the change in long term Government of C'mada bond
. vieldas forecast;and - v 4.
= adjustment mechanism similar to the’ method the NatJonal Energy Board uses in determmmg its
formula based rate of return; ..., . .. Cwa.
o the appropriate capital structure for cach uuhty regulated by the AEUB
- o  in November 2005, the AEUB announced a generic retiirn on common equity of 8.93% for 2006; and
in January 2006, the AEUB clarified that the generic retumn on equity .determined on an annual basis in
accordance w1th the generic cost of capltal decision should apply to each year of the test period in the
companies’ appltcauons If no rate applications are filed for a particular year, then there will be no
adjustment to the common equity rate of return for that year. S .

Kl

In June 2005, as part of the1r tate appl1cauons ATCO Electric and AT(“O Gas submmed a ﬁllng to the AEUB that
addressed certain common matters. ATCO Pipelines is also a party to this filing as the concerns are common to all
three uuhues : . :
¢ - this filing included ewdem.e regarding:
o the appropriate ratemaking approach in the detenmnanon of utility revenue reqmrements
o treatment of pension costs, executive compensation and head office rent expense; and
o the continued use of preferred shares as a form of financing for the three utilitics;
e AEUB heard this filing in May 2006; and - v
» on October 11, 2006, the AEUB issued a decision ‘which resulted in no significant 1mpact on eanungs.
Among other things, the decision upheld ATCO’s treatment of pension costs and approved the continued

15 ATCO



ATCO Electric - i

use of preferred shares. In addition, the decision approved mlmmal chanoes to head office rent expense
and executive compensation. . S R L

In March 2006, the AEUB issued a decision on ATCO Electric’s 2005 and 2006 General Tariff Application
(“ATCO Electric GTA Decision”) which established, among other things: .

the amount of revenug to be collected in 2005 and 2006 from customers for transmission and distribution
services;

interim refundable rates approved by the AEUB in July 2005 {distribution services) and September 2003
(transmission services);

2003 earnings negatively impacted by $1.3 miliion, recorded in first quarter of 2006;

2006 earnings will be reduced by an additional $1.6 nullxon. as compared to 2005 eanungs to be recorded
throughout 2006; and

réturn on common equity confirmed accordmg 10 AEUB stzmddrdmed rate of return methodology — 9.5% in
2005 and 8.93% in 2006.

In May 2006, the AEUB issued a decision on ATCO Elecmc s 2003-2004 Regulated Rate Option Tariff Non-

Energy Rates application dated November 2002:

‘for 2003 and $2.2 million for 2004 that was not p!‘C\'lOU‘ZlY incorporated into customer rates;,

this decision approved, on an interim refundable basns the collection in 2006 of a shortfall of $2.7 million

the amounts approved for collection are subject to Uu cutcome of an existing process regarding the pncmg
of services provided by ATCO I-Tek; and |
the impact of this decision increased 2006 earnings by $1.9 mlllmn and was recorded in the second quarter
of 2006 |

In August 2002 the AEUB issued a dccnsnon in which it demed ATCO Electric’s application to ad_]ust 1ts 2001 and
2002 transmission and distribution revenue requirements by $4.6 mllllon for changes in the amoums of future

income taxes recorded. . . : '}

in May 2005, the AEUB changed its August 2002 d€ClSI()n and al]owed ATCO Elecmc tc mcrease its
revenues and eammgs b) $4.6 million. The impact of this dec151on was recorded in the second quarter of
2005. - ; . o = e C e s '

I B M el -

In Augus( 2006 the AEUB approved lhe first phase of the Alberta “lecmc S) stem Operator s(’ ‘AESO” ) apphcalnon

for the need to improve transmission infrastricture in norlhwect Alberta: -, . g

ATCO Gas L 1. P

' anticipated to be completed by 2011. . .| _

AEUB decision grants the AESO approva] to 3551gn appro‘umalcly $300 nulllon in pr0_|ecls to the

" Transmission Facility Owner, ATCO Electric; and ' . :

once assigned by the AESO, ATCO Electric will prepare and file fac111ty appllcatlons with thc AEUB
Construction will commence once approval to- procned is received from the AEUB. The, enme project is

In January 2006, AEUB issued a decmon on ATCO Gas’ 2005 2006 and 2007 General Ratc Apphca(mn (“ATCO

Gas GRA Dec151on“) which, among other things:

cstablished the amount of revenue to be collected over the period 2005 to 2007 from ruslomers for natural
gas distributior: service;
approved a reum on common equnt) as delermmed by the AEUB’s. standardlzed rate of return
methodology — 9.5% in 2005, 8.93% in 2006 and is yet to be determined for 2007; and
the final impact of the decision will not be known until a subsequent regulatory process is finalized.

In May 2006, the City of Calgary filed a Review and Variance apphcalmn with the AEUB for the ATCO|Gas GRA

Decision: .

the application alleges that the AEUB made errorsi in the ATCO Gas GRA Decision related 10 the
calculation of working capital nceded by ATCO Gas to operate its Carbon natural gas storage facﬂlty

!
i
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* ATCO Gis believes thai the City of Calgary’s application is w1th0ul merit; and
AEUB decnslon on this apphcatlon is expected in the fourth quartcr of 2606.

In October 2001I the AEUB approved the sale by ATCO Gas of certain properties in the City of Calgary, known as
the Calgar_\, Stores Block, for $6.6 million (e\cludmg costs of dlSposmon) As a result of this decision (the “Calgary
Siores Block Decnsmn "
o $4.1 million of the proceeds were allocated by the AEUB to customers and $1.8 million to ATCO Gas;
. A"COf’Gas appealed the decision to tae Alberta Court of Appeal which overturned the decision and
directed the AEUB to allocate $5.4 million of the proceeds to ATCO Gas;
o City of Calgary appealed this decision to the Supreme Court of Canad‘. which also granled ATCO Gas
leave to cross-appeal the decision,;
e the Supreme Court of Canada renderd its decision on February 9, 2006, dismissing the City of Calgary’s
" appeal.and allowing ATCO Gas” cross-appcal. AEUB was directed to issue a new decision in accordance
with theé Supreme Court’s ruling; » :
e- ATCO Gas requested that the AEUB address the Supreme Ceurt of Canada decision; and
e the AEUB complied with the Supreme Court of Canada decision on August 11, 2006, and ATCO Gas
recorded additional net proceeds totaling $4.1 rmlhon from the sale and mcreased earnings of $3.7 million
after income taxes in the thlru quarter of 2006.~ :

ATCO Gas owns a 43.7 petajoule naturai.gas storage facility located at Carbon, Alberla ATCO Gas has leased the
entire storage capacity of the facility to ATCO Midstream.. ATCO Gas has taken the position that the facility is no
longer required, for utility service and should be removed” from regulatnon In the process of obtalmng AFUB
approval the following events are significant:
‘o' in July 2004, the 'AEUB initiated 2 written process’10 consuier its role in rcgulalmg the operahons of the
facility;
e in June 2005, the AEUB issued a decision wnh respect to this process. In addition to addressmg other
"' maiters, the decision found that the AEUB has the aulhonty when necessary in the public interest, to direct
a utility 1o wiilize a pamcular asset in-a specific manner, even over the objection of the uuhty,
¢ ATCO Gas filed for leave to appeal the decision wnh the Alberta Court of Appeal; :
-¢*" in October 2005, the AEUB established processes to feview the use of the facility for utility. purposes; and
A heaxmg to reviewthe use of the facility for révenue ‘generition was held in April 2006 and a hearing to
review the use of the facility for load balancing was held in June 2006. On October 11, 2006 the AEUB
_ 1ssued a decision conﬁnnmg ATCO Gas’ posmon that the facility is no longer required for utility service
“o - yith ' respéct to-the use’ of “the” facxlny for Ioad balancmg purposes. ATCO Gas is expecting an AEUB
dec151on in the fourlh quaner of 200601 Lhe mmanmng oulstandmg maner relalecl to revenue gcncmllon
I . SRV SO v
ATCO Gas has filed an applncanon with the AEUB to addrcss among ‘other thmgs corrections reqmred to hlstoncal
transponduon imbalances (the process wihereby- third ‘parnty natural“gas.supplies are reconciled to amounts. acivatly
shipped in'the Corpomuon s pipelines) that have impacted ATCO Gas’ deferred gas account:
e in April 2005, the AEUB issued a decision resulting in a 15% decrease in the transpoztation imbatance
adjustments sought by ATCO Gas. The decision resulted in a decrease to 2005 revenues and earnings of
$1.8 million and $1.2 million, respectively; and T
» _ City of Calgary filed for leave to appeal the AEUB’s decision. ATCO Gas filed a cross appeal of the
AEUB’s decision. The leave to'appeal was heard by the Alberta'Court of Appeal on Apnl 18, 2006. *On
July 7, 2006 the Alberta Court of Appeal issued its decision granting the City of Calgary’s leave to appeal
"+ “on the question of whether the AEUB erred in law or jurisdiction in assuming that it had the authority to
~ allow recovery in 2005, for costs relating to prior years. ATCO Gas’ cross appeal was denied. A heanng
" with the Alberta Coun of Appeal has not vet bcen scheduled '

LT -
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_ from Canadian Utilities which have been more than sufficient to serwce deot requuements and pay dividénds. *

|
'1
t
' i : .
In October 2005, ATCO Gas filed an apphcauon w1lh the AEUB to approve the sale of its Red Deer Operating
Centre: !
¢ in December 2005, the AEUB ‘approved the sale and deferred its decision on the d1stnbul|10n of net
proceeds of $1.0 million until the Supreme Court of Canada rendered a judgment in the appeal regarding
the Calgary Stores Block disposition and allocation of proceeds discussed above; '

s the Supreme Court of Canada rendered its dec1snon on the Calgary Stores Block matter on February 9,
2006; "

¢ in February 2006, ATCO Gas submitted a filing to the AEUB to approve the allocation of the net proceeds;
on March 16, 2006, the AEUB suspended the process convened to approve allocation of the net proceeds
pending resolutlon of certain issues arising in conneeuon with the Supreme Court’s Calgary Stores Block
decision. The net proceeds of the sale remain in trust pendlng AEUB approval, and
e on August 16, 2006, ATCO Gas requested that the process re-convene in light of the AEUB’s approval of

the Calgary Stores Block application. The AEUB issued a call for comments which concluded on
September 14, 2006. A decision is ew:pected in the fourlh quarter of 2006.

ATCO Plpelmes : *_ _
The AEUB has announced that it will hold a review of compemlve natural gas pipeline issues under AEUB
jurisdiction in November and December of 2006, This revlew is expected to address competitive issues between
ATCO Pipelines and NOVA Gas Transmission Ltd. '

The Corporation has a number of other regulatory filings and llegulatory'_hearing‘ subntiésidns before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.

Other Matters . T .

vf

LIQUIDITY AND CAPITAL RESOURCES

- B T P
Soae : .
EXES I R T I
.

A major portion of the Corporation’s operating income and cash flow is generated from its utility operauons
Canadian Ulilities and its wholly owned subsxdlar) CU Inc., use commercial paper borrowings and short term bank
loans to provide flexibility in the timing and amounts of long term ﬁnancmg ATCG Litd; has rec,ewed dividends

t

Cash flow from operations for the three and nine months ended September 30, 2006, mcreased by $23, 5 million to
$178.1 million, and by $39.6 miltion to $566.1 million, respechvely, ‘primarily due to:- ¢ - N
¢ increased earnings; and |
»- increased availability inCentives m Alberla Power (2000), pnmanly due to avaﬂablllty mcenlwe payments

received for improved plant availability. g
SRR

This increase was pamallv offset by: ' . |
¢ lower proceeds recewed from the TXU Europe Settlemem (refer to "TXU Europe Settlement secuon)

Investing for the three months ended September 30, 2006, mcreased by $27.0 million to $163.5 million, primanily
due to: -
.. changes in non—cash workmg capual

Capital expenditures for the three months ended September 30 2006, mcreased by $7.2 million to $156 3 million,

primarily due to:
» increased investment in non regulated power generauon and regulated natural gas dlsmbuuon projects.

This increase was partially offset by: i‘
e decreased investment in workforce housing and space rentals assets and regulated electric distribution and

transmission projects.
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Inv estmg for the nine months ended September 30, 2006, meludmg the, proceeds of $15.1 million net of income
taxes from the Salé"of Property, in¢reased by:$24.7 million to '$380.5° mlllron, primarily due to: : ' .
e 2005 proceeds on the transfer of the retail energ) supply businesses; ,

~ »  increased capital expenditures; and
+ H.R Milner Income Ta.\ Reassessment (refer to H.R. M1lner Income Tax Reassessment secuon)

This increase was partially offset by
» increased contributions by utility customers for extenstons to plant,
s changes in non-current deferred electricity costs; and
s  Sale of Property.

Capital expendltures for the rune months ended Seplember 30 2006, increased by $27. 8 mrlhon to $42O 3 [ﬂllllOIl,

primarily due to:
¢ increased investment in regulated ndrural gas drstnbutmn and transporiation pl'O_]E:ClS

]

This increase was partially offset by:
e decreased investment in workforce housing and space rentals assets and regulated electric distribution and

transmission prOJects

Dunng the three months ended September 36, 2006, the Corpomllon issued:
s  $20.8 million of long term debt.

During the three months ended September 30, 2006, the Corporation redeemed.
*  $6.7 million of long term debt; and ,
e $233 mrlllon of non-recourse long 1erm debt

These changes resulted in 2 net debt decrease of $9.2 million,

Dun'ng the nine months ended September 30, 2006, the Corporation issued:
- $58.9.million of long term debt- e ey e e
Dunng the nine months ended September 30 ”006 the Corporalmn redeemed L o
o .$10.4 million of long ferm dehf; and, ool ol e
e  $57.7 million of non-recourse long term debl S - c ' S

' N “ -
. g T T T - .
3 P it . e o s a [ A R Y

ThesechangesreSulledmanetdeb*decreaseof$92nulhon N ,

Net purchase of Class 1 shares and Canadian Utilities Limited Class A non-voting’ shares for the three and 'nine
months ended Seplember 30, 2000, incréased by $71.3 million to $74 6 ITll”lOl’l, and by $116. 6 nulhon to $118.3
million, respectwely due to mcreased share purchases in 2006. Ve

Dividends_paid to non-controlling interests for the three.and nine months ended September 30, 2006, increased
by $15.6 million, and by $16.9 million, respectively, primarily due to a one-time special dividend ($0. 25 per share)
paid by Canadian Utilities on September 1, 2006 - . .

'
4

FEN §

Foreign currency translation for the three and nine months ended September 30, 2006, positively impacted the
change in the Corporation’s cash position by $9.0 million, and by $16.9 million, respectively, primarily as a result
of:
e changes in the U. K. e\change rate Wthh resulted in an increase in the value of cash balanees der.orrun.ated
.. in U K. pounds when Lranslaled into Canadian dollars.
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At September 30, 2006, the Corporation had the followmg credn lines that enable it to obtain funding for general
corporate purposes

| a Total . Used - Available

(§ Millions) j.

LLONE (8T COMMTMEA ..o b 5941 a2 | 5199
Short term COMIMILtEd ..............vveeeceeereecrire v 026000 384 . 5876
Uncomumitted ...........co.o.ovvirviereeaecees e s SIPTTORn 129.1 30.8 98.3
TOAL ...ttt et eress b oe s can e eae e b Crrercreiniin 1,349.2 1434 1,205.8

The amount and timing of future financmgs will depend on market conditions and the specific needs of the
Corporauion ‘ :

Contractual obligations disclosed in the 2005 MD&A remain substantially unchanged as at September 30, 2006.

Net current and long term future income tax liabilities of $200.2 rmlhon at September 30, 2006, are|attributable
1o differences between the financial statement camrying amounts of assets and liabilitics and their tax deCS These
differences result pnmanly from recognizing revenue and expenses in different years for financial and tax reporting
purposes. Future income taxes will become payable when such dlﬁ"erences are reversed through the settlement of
liabilities and realization of assets. : :

On May 27, 2005, the Corporation commenced a normal coursc issuer bid for the purchase of up to 3% of the
outstanding Class [ shares. The bid expired on May 26, "006 Over the life of the bid, 372,500 shares were
purchased, of which 184,000 were purchased in 2005 and 188,500 were purchased in 2006. On May 29 .2006, the
Corporation commenced a new normal course issuer bid for the purchase of up to 5% of the outstandlng Class |
shares. The bid will expire on May 28, 2007. From May 27, 2006, to October 24, 2006, 1,346 200 shares have been
purchased. . » . Sy
For the first quarter of 2006, the quarterty dividend payment was increased by $0.015 to $0.205 perjshare. The
Corporation has increased its annual common share dividend each year since 1993. The payment of any) dividend is
at the discretion of the Board of Directors and dcpenda on the financial- Londmon of the Cmporauon and other
factors. AT o e . Lo .

On April 12, 2006, CU Inc. filed a base shelf prospectus wlnch permits CU Inc. to issue up to an agglegate of
$850.0 million of debentures over the lwcmy -five momh life of thc prospc\,tw R X

. . -
<k [ . oo .. B B LM

OUTSTANDING SHARE DATA _ . R S

At October 24, 2006, the Corporation had outstanding 51, ;39 946 Class 1 _,hdres and 6,948,918 Class Il shares and
6,000,000 5.75% Cumulative Redecmzable Preferred Shares S¢ries 3. L

At October 24, 2006, options to purchase 1,469,800 Class I sh?res were oulslanding.

BUSINESS RISKS

On February 16, 2005, thc Kyoto Protocol came into effect. The Corpomuon is unable to dctemune what impact the
protocol may have on its operations as the Government of Canada has not yet provided industry specnﬁc details for
its 2005 Climate Change Plan. It is anticipated that the Corporation’s PPA’s relating to its coal- ﬁmd generating
plants will allow the Corporation 1o recover any increased costs associated with the implementation of the protocol.
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Regulated Operations

ATCO Electric, ATCO Gas and ATCO Pipelines are regulated primarily by the AEUB, which administers acts and
regrlations covermg such matters as rates, financing, accounting, construction, operation and service area. The
AEUB may approve interim rates, subject to final determination. These subsidiaries are subject to the normal risks
faced by compames that are regulated. These risks include the approval by the AEUB of customer rates that permit
a reasonable opportumt) to recover on a timely basis the estimated costs of providing service, including a fair return
on rate base. The Corporation’s ability to recover the actual costs of providing service and to eam the approved
rates of return depends on achieving the forecasts established in the rate-setting process.

Weather

Weather fluctuations have a significant impact on throughput in ATCO Gas. Since approximately 50% of ATCO
Gas’ delivery charge is recovered based on throughput, ATCO Gas’ revenues and earnings are sensitive to weather.
Weather that is 10% warmer or colder than normal temperatures impacts annual eamings by approximately

$5 9 million.
Transfer of the Retml Energy Suppb Busmesses _ ,

On May 4, 20064, ATCO Gas aIld ATCO E!cctnc lransfen'ed their relml energy supply busmesses to Direct Energ)
Marketing Limited and one of its affiliates (collectively “DEML"), a subsidiary of Centrica plc

Although ATCO Gas and ATCO Electric transferred-to DEML certain retail furctions, including the supply of
natural gas and electricity to customers.and billing and customer care functions, the legal obligations of ATCO Gas
and ATCO Electric remain’ if DEML fails to-perform. In-certain events (including where DEML fails to supply
natural gas and/or -electricity and ATCO Gas-and/or.ATCQ Electric- are ordered by the AEUB to do so), the
functions will reveit to ATCO Gas and/or ‘ATCO Electric with no refund of the transfer- proceeds 10 DEML by

ATCO Gas and/or ATCO Electric.

Centrica plc, DEML s parent, has provided a-£300 million guarantee, supported by a $235 million letter of credit in
respect of DEML’s obligations to ATCO. Gas, ATCO.Electric and ATCO.I-Tek :Business Services in respect of the
ongoing relationship$ conteimplated under the transaction agreements.. However, there can be no assurance that the
coverage under these agreements will be adequate to cover all of the costs lhat could arise in the event of a revemon

of such functlons

Ceaerd s T =t :.f;‘!l\l ' u.;',‘v

Canadlan Uulmes has provlded a guaramee of. ATCQ; Ga., ATCO Electnc s and ATCO l~Tek Busmeso Services’
payment and indémnity obligations to DEML contemplated under the transaction agreements.

Late Payment Penalties on Utility Bills

As a result of decisions of the Supreme Court of Canada in*Garland vs. Consumers” Gas Co the imposition of late
payment penaltics on utility bills has been called into question. The Corporation is unable o determine at this time
the impact, if any, that these decisions will have on the Corporation.

ot

Alberta Power (2000)

Alberta Environmeént plans to implement mercury emission standards for coal-fired generating plaas through a new
provincial regulation that came into force in March 2006. Owners of coal-fired generating plants are required to
submit proposals on captunng at-least 70% of the mercury. in the coal burned in their plants by March 2007. The
proposals for mercury emission reduction- must be implemented by 2010. It is anticipated that the Corporation’s
PPA’s relating to its coal-fired generating plants will allow the Corpomuon to.recover most of the costs associated

with complying with the new regulation. - i
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Measurement Inaccuracies in Metering Facilities

Measurement inaccuracies occur from time to time with respect to ATCO Electric’s, ATCO Gas

.and ATCO

Pipelines’ metering facilities. -Measurement adjustments are settled between the parties based on the reqmremems

of the Electricity and Gas Inspections Act (Canada) and applncable regulations issued pursuant 1hereto
risk of disallowance of the recovery of a measurement adjustment if controls and timely follow up are
inadequate by the AEUB. -

.There is a
found to be

A recent AEUB decision applicable to 'ATCO Gas established a two year adjustment limitation ﬁeriod for

inaccuracies in gas supply costs, including measurement inaccuracies in metering facilities. The AEUB
will consider specific applications for adjustments beyond the two year limitation period.

Non-Regulated Operations

ATCO Power and ATCO Resources ‘ ;

‘ -

Alberta Power Pool electricity prices, natural gas prices and related spark spreads can be very volatile,

stated that it

as shown in

the following graph, which illustrates a range of prices e\penenced during the period January 2000 to September

2006.

Alberta Power Pool Prices, Natural.,Cas Prices and Spark Spreads
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operations in Lhe future.
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+Changes in Alberta Power Pool elestricity prices, natural-gas prices and related spark spreads may have a significant
impact on the Corporation’s earnings and cash flow from operations in the future. 1t is the Corporation’s policy to

. continually monitor the status of its non-regulated electrical generating capacity that is not subject to long term

commitments.

Since October 2004, the output from ATCO Power’s Barking generating plant previously sold to TXU Europe (refer
to TXU Europe Settlement section) has been sold into the UK. power exchange market. In the UK., electricity
generators, on average, scll over 90% of their output to electricity suppliers in bilateral contracts, use pewer
exchanges for lapproximately 7% of their output and sell the remaining 2-3% via the Balancing Mechanism.
Approximately 40% of the electricity gencrated is supplied from natural gas-fired generatmg plants, and carlier this
year the market experienced an increase in slectricity prices ‘dize to the increased world prices foi natural gas. Since
then natural gas prices have softened with additional ratural gas infrastructure coming on stream and the stightly
lower oil prices. . Nevertheless, the, Barking generating plant has a long term, fixed price gas purchase agreement
and, as a result, has been able to experience increased margins due to the high market prices for electricity. Changes
in the U.K. market electricity prices may have an 1mpact on the Corporation’s earnings and cash flow from

ATCO Midstream .-

Timing, capacity and demand of ATCO Midstream’s storage business as well as changes in market condluons may
impact the Corporation’s earnings and cash flow from storage operations,

ATCO Mideream extracts ethane and other natural gas liquids from natural gas streams at its extraction plants.
These products are sold under either long term cost of service arrangements or market based arrangements. Changes
in market conditions may impact the Corporation’s earnings and cash flow from natural gas liquids extraction
operations,

-ATCO Frontec

ATCO Frontec’s operations include providing support to military agencies in foreign locations which may be
subject to political risk.

On December 23, 2005, the Government of Canada filed a claim in the amount of $70 million which alleges that the
Corporation is liable for the destruction of property owned by the Governments of Canada and the United States.
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The Corporation believes that the claim is défensible and, in any event, has sufficient insurance coverage in place to
cover anyimaterial amounts that might become payable as a result of the claim. Accordingly. the claim is not
expected o have any material impact on the financial position of the Corporation, - :

ATCO Structures and ATCO Noise Management
Intemauonal sales may expose ATCO Structures and ATCO Noise Managemem to greater risk than normally
associated- with domestic transactions. This risk is mitigated by contractual arrangements with credit worthy
counterparties and the active management of any forelgn e\change risks.

Demand for workforce housing products is dmectlp relaled to the capital spendmg cycle and the level of
development activity in natural resource industries.

1

CRITICAL ACCOUNTING ESTIMATES

The preparahon of the Corporation’s consolidated financial statements in accordance with gener.f.tllg.r accepied
accounting principles requires management to make estimates'and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilitics at the date of the financial statéments and
the reported amounts of revenue and expenses during the year: On an on-going basis, managemen( 1'~ev1ews its
estimates, particularly those related to depreciation and amortization methods, useful lives and 1mpa1rmem of long-
lived assets, amortization of deferred availability incentives, asset retirement obligations and emplo') ee future
benefits, using currently available information. Changes in facts and circumstances may result in rev1sed estimates,
and actual results could differ from those cstimates. The Coxporatlon s critical accounting estimates are discussed
below.

Deferred Availability Incemives , |

As noted in the Business Risks section, Alberta Power (2000) is subject to an incentive/penalty neglme related to
generating unit availability. As at Seplember 30, 2006, the Corporation had recorded $80.6 million of deferred
availability incentives. For the three and nine months ended September 30, 2006, the amortization of deferred
availability incentives, which was recorded in revenues, amounlcd to $2.6 million and $7.9 million, respecuveI)

The amount to be amortized is dependent upon estimates of future generating unit availability and future electricity
prices over the term of the PPA’s. Each quarter, the Corporauon uses these cstimaics to forecast high case, low case
and most likely scenarios for the incentives to be received from, less penalties to be paid to, the PPA coumerpames

These forecasts are added to the accumulated unamortized deferred availability incentives outstanding at|the end of

‘the quarter; the resulting total is divided by the remaining ter of the PPA to arrive at the amortization for the

quarter.

Compared to the most likely scenario recorded in revenues for the year to date, the high case scenario \\ould have
resulted in higher revenues of approximately $3.3 million, whereas the low case scenario would have resulted in
lower revenues of approximately $3.0 million. '

Employee Future Benefits

The expected long term rate of return on pension plan assets lS determined at the beginning of the year on the basis
of the long bond yicld rate at the beginning of the year plus an equity and management prenuum that neﬂecls the
plan asset mix. Actual balanced fund performance over a longer period suggests that this premium is about 1%,
which, when added to the long bond yield rate of 5.1% at the beginning of 2006, resulted in an e\pecled long term
rate of return of 6.1% for 2006. This methodology is supported by actuarial guidance on long term asset return
assumptions for the Corporation’s defined benefit pension plans, taking into account asset class returns, normal
equity risk premiums, and asset diversification effect on portfolio retumns.

The liability discount rate that is used to calculate the cost of benefit obligations reflects market mtcrest rates on
high quality corporate bonds that match the timing and amount of expected benefit payments. The llablllty discoum
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rate has also der.lm;d over the same four year period, from 6.9% at the end of 2001 to 5.1% at the end of 2005; the
rate has remained.at’5.1% in the three and nine months ended’ Seplcmber 30 2006. The result has been an increase
in benefit obligations (i.e., an experience loss), which is contributing to an increase in the cost of pension benefits as
losses are amortized to eamings.
.| . 3

In accordance- wnh the Corporauon § accounting pollcy to amontize cumulative experience gains and losses in
excess of 10 percent -0f the greater of the accrued benefit obllg.mons or the market value of plan assets, the
Corporation began amortizing a portion of the net cumulative experierice losses on plan assets and accrued benefit
obligations in 2003 for both pension benefit plans and other post employment beneﬁt plans and continued this
amoruzauon dunng the three and nine months ended Seplember 30 2006.

The assumed annual health care cost ‘trend rate increases used in measuring the accumulated post emplo) ment
benefit obligations in the three and nine months ended September 30, 2006, are as follows: for drug costs, 8.5%
starting in 2006 grading down over 7 years to 4.5%, and for other medlcal and dental costs, 4.0% for 2006 and
thereafter. Combined with higher claims experience, the effect of these changes has been to increase the costs of
other post employment benefits.

The effect of changes in these esnmales and assumptions is mitigated by an AEUB decision to record the costs of
employee future- benefits when. paid rather than accrued. Therefore, a significant portion of the benefit plans
expense or incorne is unrecognized by the regulated operations, exctuding Alberta Power (2000).

Oclober 25, 2006 ;
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- ATCO LTD.

CONSOLIDATED STATEMENT OF EARNINGS AND.RETAINED EARNINGS

(Millions of Canadian Dolla:rs except per share data)

' Three Months Ended Nine Months Ended
' September 30 Septer{lber 30
Note = 2006 2005 2006 | 2005
' (Unaudited)  (Unaudited)
Revenues _ ' $ 663.4 $ 626.0 $2,051.5 | $2,071.1
Costs and expenses .
Natural gas supply 10.7 1.7 24.6 142.1
Purchased power 10.0 -10.4 33.6 33.2
Operation and maintenance 310.8 310.9 904.6 910.0
Selling and administrative 56.4 57.0 "160.6 | 1598
Depreciation and amortization 80.2 76.6 272.8 245.0
Interest ' 3 43.3 39.2 1347 | 1223
Interest on non-recourse long term debt ' 14.4 15.3 43.5 467
Dividends on preferred shares I 2.2 22 6.5 6.5
Franchise fees ) ’ B C 18.4 20.9 108.0 102.8
' o 546.4 540.2 1,688.9 | 1,768.4
117.0 - .. 858 362.6 302.7
Gain on sale of property . 2 - - 143 -
Interest and other income . 18.8 9.3 44.4 29.8
Earnings before income taxes and v oo -
non-centrolling interests ' 135.8 95.1 421.3 , -3325
Income taxes B 5 50.4 37.5 135.5 | - 123.5
. : 85.4 57.6 2858 . z090
Non-controlling interests 41.0 315 134.8 . 112.2
Earnings attributable to Class I and Class 1 shares 2~~~ '44.4 26.1 151.0 |77 96.8
Retained earnings at beginning of period i L2616 1,146.4 1,196.6 |.. 1,101.0
. i .. ‘ 1,306.0 1,172.5 1,347 .| .. 1,197.8
Dividends on Class [ and Class II shares 12.1 114 36.7 v o 342
Purchase of Class [ shares \ 1 32.3 2.6 49.3 . - 5.1
Retained earnings at end of perind - $1,261.6 $1,158.5 $1,261.6, | $1,158.5
Earnings per Class I and Class II share 7 § 075 $ 044 '8 253 [-.8 162
Diluted earnings per Class I and Class II share 7 $§ 074 ¥ 043 -% 250 |- §. 160
Dividends paid per Class I and Class II share 7 ! § 0.205 5 0.19 $ 0.615 | $ 057
|
]
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was, ATCOLTD. . .|

CONSOLIDATED BALANCE SHEET
(AMillions of Canadian Dollars)

. SR September 30 December 31
i S Note 2006 2005 2005
L ! C (Unaudited) {Audited)
ASSETS -
Current assets
Cash and short term investments : 4 $ 8384 $ 7674 § 8944
Accounts receivable 334.5 3447 4327
Inventories 113.6 98.3 © 1098
Future income taxes 0.2 0.1 -
Regulatory assets - ; - 12.2 8.1 19.1
Prepéid €XpPEnses 3 30.9 28.0 24.7
1,329.8 1,246.6 1,480.7
Property, plant and equlpment 5,737.2 .5,484.5 5,601.4
Goodwill 71.2 71.2 71.2
Regulatory assets 30.1 343 350
Other assets _~ 234.0 276.4 273.1
_ . 57,4023 $7,113.0 $7.461.4
LIABILITIES AND SHARE OWNERS' EQUITY
Current liabilities
Bank indebtedness . . .. . T $§ 123 $§ 285, $ 233
Accounts payable and accrued ]labllmes 362.5 © 3293 4226
Income taxes payable - 20.3 6.3 256
Future income taXes . . .. ... . . < 4.1
Regmalor} hatilities 2.0 1.4 64
Long term debt due within one vear R T 1.8 - -G53 - 05
Non-recourse long term debt due within one vear 55.7 61.1 64.1
: - U 454.6 4271 5507
Future income taxes 5 200.4 2186 217.0
Regulatory liabilities | _ __ ¢+ ' ».~0 21496 ¢ - . 1574 161.9
Deferred credits =3 o 4 264.0 226.5 260.3
Long term debt Pt 23208 21224 22735
Non-recourse leng term debt ' L . 760.3  --8242. ... - B043
Préferred shares - " 156.0 - . 1500 150.0
Non-co_n_trqlling intgr.:s;ts. i - 1,705.9 1,690.2 1,712.6°
Class 1 and Class'II share owners' equlty ‘ ) ' DO . C
Class I and Class Ii shares o ' ' 7 77 1488 1479 148.3
Contributed surplus RS X I 1.0 1.1
Retained earnings 1,261.6 1,158.5 1,156.6
Foreign currency translation adjustment (15.0) {10.8) (14.9)
- 1,397.0 _1,296.6 1,331.1
$7.402.3 $7,113.0 $7,461.4
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ATCOLTD.
CONSOL[DATED STATEMENT OF CASH FLOWS
" Adillions of Canad:an Dollars)

' Three Months Ended

Nine Months Ended
September 30 Scplemt;er 30 .
Note 2006 2005 2006 | 2005
(Unaudited) (Unaudited)
Operating activities i
' Earnings attributable to Class [ and Class II shares ! S 444 $ 26.1 $ 1510 $ 968
| Adjustments for: : : . It

Depreciation and amortization . 80.2 76.6 2728 2450

Future income taxes : 78 5.0 (8.0) 8.5
. Non-controlling interests R 41.0 315 134.8 . 112.2

‘Gain on sale of property - net of income taxes 2 f - - (1.7) - -

Deferred availability incentives ' : : 12.2 (2.0) 20.8 (0.8)

TXU Europe settlement - net of income taxes 4 {3.6) 10.4 1.7 49.5

Other (3.9) 70 4.7 : 153
Cash flow from operations 178.1 154.6 566.1 526.5
Changes in non-cash working capital | (33.0) 4.4 23.9 - 88.0.

. 145.1 159.0 590.0 | 614.5
Investing activities ‘ L e
Purchase of property, plant and equipment ' (156.3) *  (149.1) {420.3) (392.5)-
Proceeds on transfer of retail energy supply businesses : - ' -

- net of income taxes . - - - 43.4
Proceeds on sale of property - net of income taxes 2 - - 15.1 -
Proceeds (costs) on disposal of property, plant . . )

and equipment R K/ LT 0.4 32
Contributions by utility customers for exlensxous to plant . =~ T 12040 16.1°" - ;62 T 374
Non-current, deferred electricity costs . (2 2) (L7) , 0132 | 7U(i0.0)
Changes in non-cash working capital _ o (25 5 4 @24 |7 305)
Income lax reassessment . . S A . 1 2 T
Other ' TR ¢ ¥ T < A b I @9 1Y (6.8

© T (163.8) L (1365) (380.5) | _(3558)
Financing actnmes e T e o I
Issue of long term debt ) e Y 200 . 589" 1. 468,
- Repayment of long term debt 6.7 7.0) {10. 4)' ' (i44.4)
Repayment of non-tecourse long term debt ) S (23_.3) .. (20.2) - |(57.7) . (49.1)
Net purchase of Class A shares by subsidiary FR ) &) ©8) 9.4 L.
Net purchase of Class I shares . (32.9) (2 5) (48.9) (1.7
Dividends paid to Class I and Class 11 share owners L(12.1 (11.4) (36.7) (342
| Dividends paid to non-controlling mterests : TR € (25.8) C94.2) (77.3)
l Changes in non-cash working capital . - - . .03 0.2) 0.7 12
Other | P (0.5) - .23 (L4 1.5
' . . ’ (137.5) (63.6) (259.1) | (257.2)
Foreign currency translation . 2.0 (7.0) 4.6 | (12.3)
Cash position ® . - )
Decrease - ; L. ' ‘ ©b(1539) . . (48.D), 45.0) (10.8)
Beginning of peried : . 980.0 787.0 . 871.1 749.7
End of period "% 826.1 $738.9 $8261 | $7389
) Cash position consists of cash and short term investments less c;mTent bank indebtedness, and includes

$159.7 million (2005 - $142.3 million) which is only available for use in joint ventures (see Note 4).
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;... ATCOLTD. ...
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006 -
(Unaudited, Tabular amounts in Millions of Canadian Doilars)

1. Financial statement prescntation"

|

The accompanyuig consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles and should be read in conjunction with the consolidated financial statements and
related notes included in the Corporation’s Financial Information contained in its 2005 Annual Report. These
interim financiall statements have been prepared using the same accounung policies as used in the financial
statements for the year ended December 31, 2005,

Due to the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta and the timing of
rate decisions, (he consolidated statements of earnings and retained earnings for the three and nine months ended
September 30, 2006 and September 30, 2005 are not necessaﬁly indicative of operations on an annual basis.

Centain comparatwe figures have been recla551ﬁed to confonn o thc current presentanon

*

2. Gam on salé of property

On March 15, 2006 the Corporation completed the sale of land in downtown Calgary; Alberta. Net proceeds, after
costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. Tlus sale mcreased
earmngs for the nine months ended September 30, 2006 by-$11.7 million.

3. Regulatorv matters

On March 17, 2006, ATCO Electric received a decision on its general taniff apphcaﬂon for: 2005 and 2006 which
was filed with lhe Alberta Energy and Utilities Board (“AEUB”) in May 2005. The decision establishes the amount
of revenue ATCO Electric can recover through its rates for electric distribution and transinission service provided to
iis customers for 2005 and 2006. In July and September 2005, the AEUB had approved interim refundable raies for -
distribution and transmission operations, respectively; revenues associated with these interim refundable rales were
recorded in 2005 The impact of the decision for 2005 reduced earnings by $1.3 million and was recorded in the
fust quarier of 2006 The impact of the decision for the full ycar2006, as compared to the decision for the full year
2005, will fuither reduce carnings by $1.6 million~The decision alsc corfirmed.the return on common equity as
determined by the AEUB’s standandized rate, of return methodology. The rate of return on common cquu} was
9 5% in 2005 and 15 8.93% in 2006

On Januaq, 27, 2006 ATCO Gas received a decision on its general rate application which ivas filed with the AEUB
in May 2005 for the 2005, 2006 and 2007 test yéars. The decision establishes the amount of revenue ATCO Gas can
recover through distribution rates for natual gas distribution service to its customers over the period of 2005 to
2007. The decision also approved the return on common equity as ‘determined by the. AEUB’s standardized rate of
return mcthodology The rate of return on common equity was 9.5% in 2005; is 8.93% in 2006, and is yet-to be
determined for 2007, The final impact of the decision will not be known unul a'subsequent regulatory process is
finalized. A decision from the AEUB with respect to a second regulatory nrocess that was pending at the end of the
second quarter was received on October 11, 2006, the effect of this decision on the eannngs of the Corporation will

not be material.

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time. -.
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4. TXU Europe settlement ' Z : e AN

On November 19, 2002, an administration order was 1ssued by an English Court against TXU Europe Energy
Trading Limited (“TXU Eumpe”) which had a long term “off take” agreement for 27.5% of the power pmduced by
the 1,000 megawatt Barking generating plant in London, England, in which the Corporation, lhrough Barking
Power, has a 25.5% equily interest. Barking Power had filed a claim for damages for breach of contract related to
TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating plant Following
negotiations with the administrators, an agreement was reached with respect to Barking Power’s claim.

Barking Power received a total of four distributions in settlement of its claim: a first distribution of £112 3 million
(approximately $257 million) on March 30, 2005, of which the Corporation’s share was $65.4 mllhon a second
distribution of £32.2 million (approximately $69.6 million) on August 2, 2005, of which the Corporanon s share was
$17.7 million; a third distribution of £31.8 million (appmumalely $65.2 rmlllon) on January 19, 20006, of which the
Cormporation’s share was $16.6 million; and a final dlstnbullon of £3.0 million (approximately $6. 2|1mll|on) on
July 20, 2006, of which the Corporation’s share was $1.6 million. Income taxes of approximately $28.0 million
relating to the first, second and third distributions have beén paid. Income taxes of approximately $0.5 million
relating to the final distribution will be paid as part of the Corporation’s normal tax installments.

Based on the foreign currency exchange rate in effect on March 30, 2005, the Corporation’s share of this settlement
is expected 10 gencrate earnings after income taxes and non-controllmg interests of approximately $35 million,
which will be recognized over the remaining term of the TXU Europe contract from October |1, 2004 10
September 30, 2010, at approximately $5.5 million per vear. These camnings will be dependent upon foreign
currency e\change rates in effect at the time that the earmngs are recognized. -

I
5. H.R. Milner income tax reassessment g

~ ) '

In the third quarter of 2006, the Canada Revenue Agency (“CRA™) issued a reassessment for Alberta Power
(2000)’s 2001 taxation year. The CRA’s reassessment treats the proceeds received from the sale of the H R: Milner
genecrating plant to the Alberta Ba]ancmg Pool as income rither than as a sale of an asset. The Corporatlon has
made submissions to the CRA opposing the CRA’s position. The impact of the reassessment is a $12.4 million
increase in interest and income tax expense, a $6.4 million decrease in eamnings after non-controlling mlerests and a
$28.8 million pavment in July 2006 associated with the tax and interest assessed. It is expected that $16. 4 million of
this cash payment will be recovered by reducing income taxes payable through higher capital cost allowance claims,
of which $3.6 million is expected to be recovered in the current year and $12.8 million will be recovered in future
years. Due to the uncertainty as 10 whether the reassessment iwill ultimately, be resolved in the Corporauon s favour,
the Corporauon reduced earnings by $6.4 million in 2006, of which $4.2 million was recorded in the second quarter.
6. Employee future benefits '_ T : ; : B
In the three months ended September 30, 2006, net expense of $4.7 mlHlOﬂ (2005 - $2 3 million) was recogmzed for
pension benefit plans and net expense of $l 3 million (2005 - $12 mllllon) was recogmzed for, other post
employment benefit plans. S - . !
In the nine months ended September 30, 2006, net expense of $14.7 million (2005 — $7 1 million) was recognized
for pension benefit plans and net evpense of $3.9 million (2005 — $3.7 mllhon) was recognized for other post
employment benefit plans

rl

7. Class I and Class II shares- ’ i

There were 51,917,946 (2005 — 52,967,880) Class 1 Non-Voung shares and 6,948,918 (2005 — 6,962 684) Class II
Voting shares outstanding on September 30, 2006. In addition, there were 1,471,800 options to purchase Class |
Non-Voting shares outstanding at September 30, 2006 under the Corporation’s stock option plan. From October 1,
2006, to October 24, 2006, no stock options were granted.or cancelled, 2,000 stock options were exemlsed and
180 000 Class I Non-Voting shares have been purchased under the Corporation’s normal course issuer bid.
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7. Class I and Class I shares (continued) . -

R T TR
. .‘L‘f".j'a:';qtl;:_

The average namber of shares used to calculate earnings per share are as follows:

.- Three Months Ended Nine Months Ended
- ‘ September 30 September 30
, 2006 2005 2006 2005
Weighted avera!'ge shares outstanding -59,321,222 59,958,517 59,750,547 59,926,433
Effect or dilutive stock options ] ' 684,086 896285 641,778 779,717
‘Weighted average diluted shares ontstanding 60,005,308 60,854,802 60,392,325 60,706,150
8. Segmented information
Segmented results — Three months ended September 30
2006 Power Global Corporate  Intersegment
2005 Utilitics  Generation  Enterprises  Industrials  and Other  Eliminations  Consolidated
(Unaudited)
Revenues — extemal ~ $214.9 $2181 . §1335  $959. $ 1.0 s - $663.4
$215.8 $2045  $1282  ° §7635 $10 § - $626.0
Revenues — 6.2 - 325 - 38 ({42.5) -
intersegment 6.0 - 298 - .32 (39.0) -
Revenues $221.1 $218.1 $166.0 $95.9 5 48 $(42.5) $663.4
: : $221.8 $204.5 $158.0 376.5 $ 42 $(39.0) 3626.0
Eamings attributable = - c s e o '
toClassland | $ 10.1 §190 ,S.116 . - .S8l . $(4.5) $ 0.1 $ 44
Class I shares $ 69 $ 124 . § 83 $ 5.1 $(6.6) § - $ 261
Segrﬁem:éd résulté — Nine months endedﬁepteﬁg—bér, 30 . -
. Q- B R T d S v
2006 BALITRE Po‘\a'fé'r’ “iGlobad - it Comorate lutersegment :
2005 - Utiiitics’+ Generation® * 'Enterprises -+ Industrials = and Other  Eliminations * Censolidated
(Unaudfteai}" . P T R T N L L CL . . : . . L
Revenues — external $ 777.7 $ 6105 $402.7 $257.6 $ 30 - T .52,051.5
$ 8744 § 5959 $395.9 $201.8 F 31 $ - $2.071.1
Revenues - 184 t . 90.6 ° e 102 (119.2) .
intersegment 160 832 - .64 (108.6) -
Revenues $ 79%.1 $ 6105 $493.3 $257.6 § 132 5(119.2) $2,051.5
$ 8904 $ 595.9 $479.1 $201.8 3125 $(108.6) $2,071.1
Eamings atiributable ‘ . ) R
-toClassiand = $ 403 - § 491 $ 383 $ 15.9 ‘.8 58 $ 249 § 1510
Class I shares 5 380 $ 358 3 265 $ 124 $(15.8) 5 (0. $. 96.8
Total assets $3,646.6 $2,398.3 $295.3 $276.3 $624.0 $161.8 $7,402.3
$3,402.8 $2.429.1 $290.7 $230.8 $569.7- $183.9 $7,113.0
Allocation of $ 455 $ 231 $ 16 s - $ - b - .8 712
__goodwill $ 465 3 231 $ 1.6 3. $ - $ - $ 712

In 2006, ASHCOR Technologics was transferred from the Globa! Enterprises Business Group to the Power

Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of

segmentation,
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